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THE MAKING OF ECONOMIC LITERATURE. 


ANNUAL ADDRESS OF THE PRESIDENT 
SIMON N. PATTEN. 


It is difficult to realize the change that has been 
wrought by economists since this association was founded. 
So popular has economic thinking become, so prominent 
is its position in all colleges and universities, so numerous 
are the books, articles, and journals devoted to its discus- 
sion, that it seems a natural state of affairs that must 
always have existed. And yet all this is the work of a 
group of enthusiasts, meeting at Saratoga twenty-three 
years ago without a single book to their credit, without 
journal to voice their views, and without university posi- 
tion to give them support. Today economics is in every- 
one’s thought and on everyone’s lips. We do not lack 
students ; we do not lack organs or audience; nor do we 
lack zeal for the further prosecution of the work already 
begun. So much we can fairly claim, and all honor to 
those who have taken part in the work. If this were our 
only goal we might be proudly satisfied with our record 
and pass on the Association to our successors with a con- 
sciousness of a life’s work well done. 

There is, however, no great American problem that has 
been solved. With every vital question we stand on a 
half-way ground, halting between the old and the new, 
and if these half truths are all we have to offer we may 
harm the public more than we aid them. Confusion and 
defeat stare us in the face politically, morally, and eco- 
nomically, if the disappearance of old customs, traditions, 


and modes of thought is not followed by the rise of new 
I 
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concepts, ideals, and institutions. We cannot afford to be 
mere iconoclasts. We must lay the foundation of a new 
civilization and show how economic forces will remedy 
evils that may soon be unbearable. We have thus a prob- 
lem—a difficult problem—to master. Are we mastering 
it or merely drifting with the tide? 

If it is hard to divide the centuries into epochs, it is still 
more difficult to distinguish between parts of a period of 
twenty years, and yet there is enough difference between 
the first and second halves of this period to give them a 
distinct character. The best method of illustrating this 
difference is to examine the change in our periodical lit- 
erature. Twenty years ago the dominant element was 
thought and theory, while at present description and illus- 
tration have the first place. The theoretic discussions we 
now have are by persons who earned their reputations in 
the first epoch. The younger generations of economists 
have evidently been turned in other directions. The 
same tendencies are manifest in doctors’ theses. I recall 
many young men who gained standing by an essay of 
not more than thirty pages. They won recognition by 
clear thought and a sharply defined thesis. Today they 
launch forth in a three hundred page pamphlet that tires 
the reader with its massive collection of facts; and the 
making of books is going the same road. No one seems 
willing to stop short of the German standard by which 
prestige is gained through bulky volumes that fill yards 
of library shelves. 

The young doctor with a three hundred page pamphlet 
to his credit has worked harder than his predecessor, but 
he has pushed forward neither the science nor the nation. 
The writers in journals state the current problems of the 
economic world with great clearness, but they leave us 
muddled as to their solution. And book-making has 
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become an art of collection and restatement that substi- 
tutes clippings and card catalogues for clear thought. 
Once when I complained to a fellow writer of the diffi- 
culties of book-making he volunteered to show me his 
method, which was to employ a clipping bureau to send 
him extracts from papers and periodicals falling under 
each of the heads of his book. When he wrote a chapter 
he read over these clippings and thus the book came into 
being almost of itself. Another writer took a shorthand 
reporter with him when he interviewed people familiar 
with a selected topic and from this material created an 
acceptable book. A more familiar illustration is that of 
college debaters. A series of questions is a drag-net that 
will bring in the best of the current thought and the ques- 
tioner can be reasonably sure to get what he wants with 
little work on his part. 

There are writers whose work deserves commendation, 
and yet the art of popularizing is so prominent that the 
fuller view of the earlier epoch is lost sight of in the 
struggle for immediate results. A theoretic writer can 
no longer gain through his work the commanding place 
that would have been given him even a dozen years ago. 
Not only has he in this way lost prestige, but his work is 
more impersonal that it was, so much more so in fact 
that he scarcely ever derives personal advantage from it. 
The popular speaker and writer are quoted everywhere, 
and thus gain a name on which position and income de- 
pend. The theorist, however, finds few readers, and his. 
contrasts when fresh and striking are appropriated by 
popular writers without credit. A man who worked for 
years on an important topic finally brought out a book 
that set off his thought by a brilliant contrast that really- 
contained its essence. When this was first used by an 
editorial writer he gave full credit. Soon editorials by 
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the score appeared in other papers which gave the new 
thought and expounded it by means of the new contrast, 
but no credit was given to its author. These writers had 
apparently read the first editorial, but not the book, and 
cared more for making an impression than for justice. 

In one way the author should be greatly pleased, since 
the end for which he worked was so easily attained. But 
in so far as a personal element was a motive, he gained 
less than if he had been the author of one of the editorials 
based on his book. Books now drop out of sight in a few 
months; often they are dead before the reviews of them 
begin to appear. But their contrasts and telling phrases 
live on and are pushed over into the popular consciousness 
in a thousand indirect ways that make them effective and 
often as immortal as they are impersonal. Today the 
popularizer is so close on the track of the thinker that his 
book is made a part of literature before it is dry from the 
press. To think clearly is to be altruistic. Honors and 
rewards come only to those who by pen or speech pass 
along to the public the books and essays it will not read. 
And the professor, like the writer and speaker, gets his 
promotions by what he appropriates. Economists are not 
free from tendencies that dominate elsewhere. And hence 
it is that each year we pay less attention to clear thought 
and more to its expression. 

Such considerations warn us of the difficulties econ- 
omists must meet, and also give the clue as to the line of 
real progress. An economist cannot hope to succeed 
either in gaining personal renown or in influencing the 
public by book-making or essay writing; the only part of 
his work that lives on is his charts, diagrams, and con- 
trasts. To say this is probably to shock and possibly to 
give offense. Most of us have an ambition to write some 
day a ponderous volume, and if we lack confidence in our 
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ability to do this we at least hope some of our contempor- 
aries will do it for us. “Oh for an Adam Smith or a 
John Stuart Mill to do for our age what they did for their 
own.” We all feel this and long for its realization, and 
yet those who try fail, not from lack of ability, but be- 
cause they are trying an impossible task and are moved 
by a false ideal. The first volume of such a treatise has 
occasionally been written, but the repeated postponement 
of the completing parts reveal obstacles that even the 
ablest men are unable to surmount. The trouble is that 
the author exhausts his contrasts, diagrams, and charts 
in his first volume and has nothing left for subsequent 
volumes except hazy generalizations, dull descriptions, 
and utopian dreams. In contrast to this ideal of bulky 
volumes and complete discussion I hold that the better the 
economist the clearer, shorter, and more precise are his 
utterances. The essence of economic literature lies in its 
contrasts. A book is merely the trail along which its 
author his gone in his search for clear expression and 
sharp analysis. This is of great importance to the author, 
but of little consequence to the reader. In no place can 
this be more cleariy seen than in the Wealth of Nations. 
Who would go to Adam Smith for his material? And 
yet there are hundreds of pages of it badly arranged and 
poorly presented. The book would have gone to the trash 
pile as soon as printed if this were all there was in it. 
The real gems in the book are its fresh contrasts. The 
very possibility of a scientific political economy depended 
on the contrast of sympathy with self-interest and the 
form that the economics of the next century was to take 
was fixed by the contrast of land, labor, and capital in 
production, and of rent, interest, and wages in distribu- 
tion. From these contrasts no one has broken, but they 
all might have been stated on a single page or put in 
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telling diagram. The five hundred pages of reading mat- 
ter which it took Smith ten years to collect and to write 
is of value to the student of his development, but is of no 
consequence to those who after him take up the task of 
creating economic literature. Malthus and Ricardo were 
likewise successful in their contrasts, but failed in their 
attempts at book-making. The successful writers of to- 
day show this fact even more tellingly. What could have 
been more important and effective than the contrast be- 
tween present and future goods, and where is there more 
of a failure than the book in which this gem is imbedded? 
And if one may without offense pass a judgment on our 
greatest living economist, I will say that I have pitied him 
for the pressure of false ideals which made him spend 
years to write a volume of many hundred pages to ex- 
press contrasts that could have been more forcefully put in 
a twenty page pamphlet. No one can write a four hun- 
dred page book that will stand. Telling contrasts get an 
immortality that is denied books, and the more concise 
the expression the longer the life and the greater the 
influence. The phrase “economic interpretation of his- 
tory” is worth more than all the books that seek to ex- 
pound it. The force of socialism lies in three phrases, 
“class struggle”, “exploitation”, and “surplus value”. 
No one who has mastered these concepts need study 
Marx’s diffuse and obscure argumentation. Giddings’ 
Sociology may be divided into two parts, the book and the 
phrase “consciousness of kind”; and the phrase will out- 
live the book. Our concept of the problems of population 
has been radically altered by the phrase “race suicide”. 
Many volumes as erudite as Malthus’s Principle of Popu- 
lation could not have had the influence it has had nor 
thrown so much light on the problems and tendencies of 
our age. So, too, The Abolition of Poverty gives us a 
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thought that volumes of description could not express, for 
with one stroke it separates poverty from the moral back- 
ground with which it has been associated and shows it to 
be an evil for which society is responsible. Poverty is 
changed from individual depravity to maladjustment, 
and with this new viewpoint a world is opened up for 
enthusiasm and sympathy to conquer. Hobbes’s “state 
of war”, Rousseau’s “natural man”, Ricardo’s “cost 
prices”, Spencer’s “survival of the fittest” are vivid 
illustrations of the fact that phrases are more important 
than volumes and have an immortality that no scientific 
book can gain. Only when we recognize this principle 
can we see the tremendous waste of time and energy that 
book-making has imposed on the scientific world. No 
group of scientists has suffered more from this error than 
the economists. We have had the misfortune of having 
our origin in the undifferentiated field from which has 
also come the moralist, the political scientist, and the his- 
torian. As our traditions come from them they give to 
our literature a form not fitting to its content. The moral- 
ist and political scientist naturally cultivate fluency be- 
cause their contact with the public is mainly through 
spoken words. The historian cultivates elegance and can 
hardly get started before the third volume, and the sociol- 
ogist is quite as bad a model because he starts with Adam 
and seldom gets beyond Moses. 

In such company the economist seems to be a hybrid 
product of book worms and hair splitters. In contrast 
with them his instincts should be that of a bookkeeper 
and a cartoonist. He should be orderly, ‘not fluent, clear 
and concise, not diffuse or ornate. He should cultivate 
visual expression by using charts and diagrams and 
arouse the imagination by striking phrases and vivid con- 
trasts. His vehicle should be the newspaper and the mag- 








8 American Economic Association 


azine, not the scientific journal. The public want what we 
have, and if we have something it does not want it is not 
worth having. To be scientific is to be popular. There is 
no renown worth having but that of the newspaper and 
the magazine and the class room. To fail of appreciation 
in these quarters is a confession of defects that prove a 
man’s unfitness. Such a student should go from us to 
fields less closely attached to the present, where other tests 
than the power of expression suffice to give men standing 
and repute. There can be no economic literature apart from 
general literature. We give the content to which others 
give the form. To separate ourselves from the general 
literary movements of the age is to deprive ourselves of 
influence and literature of a content. Other writers must 
be our spokesmen ; we must be their guide and inspiration. 
The place of the economist is on the firing line of civili- 
zation ; his product must be clear, concise and impersonal, 
instead of being submerged in bulky volumes and formal 
treatises. Our real affinity is with the journalist, the 
magazine writer, and the dramatist, and not with writers 
who, separated by time and space from what they de- 
scribe, function as critics of persons and events instead 
of being actors in the momentous struggles of the present. 

I remember the satisfaction I once had when a fellow 
economist said “the library is our laboratory”. I then 
thought that our sources are the accumulated records of 
past epochs and that what the past tells about the present 
is of more value than what the present tells of itself. If, 
however, the current economic events are of more import- 
ance than the defective records of the past piled on library 
shelves, an economist has no business to be in a library 
nor to send his students there except as it contains and 
classifies current literature. He has less use for a card 
catalogue of musty books than for one of events, edi- 
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torials, and articles of the passing year. We need fresh 
observations, not fine arguments ; we need clear contrasts, 
not the accumulation, arrangement, and restatement of 
antiquated obsolete data. No fact is valuable to the 
economist unless it is also valuable to the journalist who 
summarizes events, the editor who comments on them, 
and the reformer who uses them. No argument is good in 
a book or in a classroom unless it would convince the mil- 
lion readers of a daily paper and could find place in the 
campaign book of a political party. The book goes no- 
where unless it goes to the reader of papers and maga- 
zines. Thought is no longer in isolated compartments af- 
fecting only particular persons or classes. Its waves are 
like effects of a pebble thrown into the ocean. If it moves 
the particles it hits, it moves every other particle, no mat- 
ter how distant. If we move our students we move the 
world. If we fail to move the world we deceive ourselves 
if we think our students have been moved by the special- 
ized knowledge we hurl at them. There is but one real 
world, and whoever would exert an influence must be in 
it. Let the historian, the sociologist, and the student of 
literature have the library and all the gems they rescue 
from its dark corners. Economists should work in the 
open and get their inspiration from the struggle and evo- 
lution which passing events reveal; for where change is 
there should also the economist be. 

So long as economic scholarship is associated with 
library research we may expect theses to continue as a 
test of economic proficiency. Secondhand data and anti- 
quated material thus get a place they do not deserve. The 
student is turned away from real life and often acquires 
a prejudice against it. A three hundred page thesis not 
only does not fit a man to be an economist: it really 
incapacitates him for work. The failure of young teach- 
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ers is mainly due to the overspecialization that thesis 
writing invites. It takes years of hard knocks to realize 
that the facts of theses and books are not good material 
for the class room. Library economics is a vice that ham- 
pers the growth of the science more than the hairsplitting 
logic of would-be reformers. We must some time learn 
that real investigations cannot be carried on in libraries 
no matter how complete they may be. We must also 
learn that individual investigators, no matter how well 
directed, seldom add new facts to our fund of knowledge. 
The range of social investigations is so great that only 
large institutions like the Bureau of Municipal Research, 
the Russell Sage Foundation, or the national government 
can really do effective work. Under these conditions a 
thesis is a waste of time and a misapplication of energy. 
It merely adds a new statement of old facts to a market 
already overstocked. The young economist should be 
drilled in effective presentation, not in fact accumulation. 
His home should not be in the library, but in the class 
room, and when sufficiently proficient to investigate, he 
should be loaned by the university to the government, to 
local committees, or to institutions capable of handling 
social problems on a scale that commands success. The 
university should furnish investigators, but should not 
become a mill for turning out small scale investigations 
that excite ridicule instead of respect. If it encourages 
book-making innumerable volumes appear that merely re- 
arrange old material and give a personal touch to old 
arguments and viewpoints. Give men two dollars a page 
for writing articles and a journal will have the same facts 
presented different ways in eack. of its volumes. We want, 
however, net results, not the gross product. Measured in 
this way, our books and journals make a pitiable showing. 
And this will continue as long as universities encourage 
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book-making and economic journals pay for articles and 
reviews. If these props to misspent efforts were removed, 
the number of books, articles, and reviews would be re- 
‘duced to their normal proportion. 

A scientific writer should have no other reward than 
‘what comes from a love of work. The test of his growth 
in thought is the reduction of the space he uses to present 
it. It is hard to tell which is the worse evil: to have a 
‘scientific writer expand an essay into a huge book or for 
a popular writer to collect his essays and articles into a 
similar volume in the hope of passing them off as a scien- 
tific product. Both evils confuse and annoy and can be 
removed only by concerted action following a clearer rec- 
ognition of the function of economic literature in modern 
life. 

A publisher to whom I offered a book said that it would 
‘give me a reputation, but there would be no sales. I have 
pondered on that remark many times. Is the reputation 
‘that comes from a book having no sale a real reputation? 
And is not—and this question I ask in all seriousness and 
‘with much hesitation—is not a reputation that you or I 
acquire through books published by our universities or the 
periodicals they support a fake reputation—that it is not 
honorable for us to have? If there was no real world and 
no large audience seeking increased light on current prob- 
lems, we might be justified in accepting such support and 
pride ourselves in the luster it gives. But when real tests 
of success are at hand, false ideals prevent the application 
of tests that would sift the chaff from the wheat. For 
Jones to write for Smith and Smith for Jones—or for 
both of them to write large books to enable them to pose 
before college presidents, boards of trustees, and admir- 
ing groups of friends makes a farce of economics and 
prevents its advance. So long as we are useless pampered 
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creations of false university ideals our books and pam- 
phlets are of no more consequence than we are when 
wearing caps and gowns in a university parade. A bit of 
color, an impressive picture, perhaps, for parents and 
friends to look at when they come to see their sons gradu- 
ate, but something soon to be forgotten except as a part of 
a pleasing memory. 

In reality our books are of less consequence than caps 
and gowns, and I doubt not that universities would profit 
if they used the money now spent in printing useless books 
and journals in giving more color and grace to public 
anniversaries. So few of the public go to libraries or read 
reviews of pompous volumes, that self-advertisement in 
these ways must bring a meager return. And why shall 
false investment of time and energy be demanded when 
a real public is at hand craving for information and inspi- 
ration. Surely economists have little reason to accept 
false standards when real tests are so plainly visible. Ten 
articles written for special journals should not give the 
reputation that comes from having one accepted by any 
reputable magazine that makes effective presentation a 
test of acceptance. 

To outline a program for the reform of economic 
studies is too large a task for a presidential address, yet 
some of its principles are so evident that the address 
would lose point without them. We have consciously 
tried to create graduate schools of economics and have 
failed, yet our work has in an unplanned blundering way 
passed over into the undergraduate world and succeeded. 
The reason for this is that with undergraduates we have 
been forced to cultivate clearness of thought and have 
thus found a fitting field for our activities. Reform in the 
graduate schools means a like transformation. They must 
be changed from schools of acquisition to schools of ex- 
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pression. The ideal graduate school is a school of jour- 
nalism just as the ideal undergraduate school is one fitting 
men for business. We shall never make a graduate school 
of business, try as we may, but we can create a school of 
economic expression that trains men for teaching, maga- 
zine writing, and journalism. A good debater is a better 
economist than a writer of theses, and to have won an 
intercollegiate debate should count more than library 
work. Every economist should seek for journalistic expe- 
rience and have his standing measured by his success. 
No economist is an economist until he has said to himself, 
“T wish I were an editor.” 

If this be true the complement for graduate economics 
is not history, politics, and sociology, but literature and 
law. We should be grouped with other social sciences 
when teaching undergraduates, but we should sharply 
isolate ourselves from them in graduate work. Our fun- 
damental needs are for the power of expression and the 
spirit of legality. Economists are by education and tradi- 
tion revolutionists. The Lord made the world in seven 
days; we want to remake it in one. So we join hands 
with anarchists, socialists, and other advocates of violent 
change, and cry ourselves hoarse in advancing their meas- 
ures. Economics is like a South American republic; no 
one is satisfied unless there is a revolution once a decade. 
Law, however, is the one social science that has advanced 
solely by evolution, and we have much to gain by acquir- 
ing its spirit. And law would gain equally by an alliance 
with us; for the socializing of law is the most important 
and pressing need of the American people. Legal encrust- 
ments of social traditions are the worst foe of progress. 
Law can be made mobile only by the proper appreciation 
of economic change ; economics can be saved from a series 
of revolutions only by the spirit of law. When these two 
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sciences are properly blended evolution will be constant 
and progress orderly. 

Comrades, are you satisfied? Do you point with pride 
to what you have done or do you look ahead for new 
fields to enter? We can all, it is true, report an increase 
of students, more enthusiasm, better results. But are 
these worthy objects the goal of economics? To me only 
two ends seem prominent enough to deserve approbation : 
the redemption of the college and the control of public 
opinion. The one end we can attain through the super- 
iority of our class instruction; the other we can acquire 
indirectly by giving clearer ideals and better programs to 
those who direct public affairs. We now have the place in 
education that Greek formerly had, and upon us therefore 
depend the perpetuation of the college and the ennobling 
of its aims. We must socialize it by making sympathy, 
coéperation, and generosity its dominant ideals. What we 
do for the college our allies can do for the nation. First 
the economist, then the journalist, and finally the legis- 
lator ; this is the order of progress and the key to success. 
The world is ours if we enter it by the right door. 




















ECONOMIC LITERATURE—DISCUSSION. 


J. E. Hacerty: I agree with the President in much 
that is stated in the paper, and find that our chief differ- 
ences consist in what appears to me to be an over-state- 
ment of facts. 

If economics is a science, its methods should differ in 
no important particulars from those of other sciences. As 
a science its data is in the business world, and this data 
must be procured, classified, and properly appraised. This 
should be the first step. The great difficulty with the eco- 
nomic theory of the past is that it was founded chiefly on 
impressions. If economics is to progress beyond the ini- 
tial stages of science, it must be based on a completer 
knowledge of the business world,—that is, business prac- 
tices, the mechanism of business, and the evolution of 
modern business. 

How is this knowledge to be obtained? I agree with 
Professor Patten that it is not to be obtained from the 
library, culling out facts from musty volumes frequently 
written by men who had an inadequate idea of the indus- 
trial institutions they were describing. This knowledge 
must be obtained in the business world, and very largely 
at first hand. The men who occupy the various business 
positions possess the knowledge which we must know and 
on which we must reason. 

Some students in the Bureau of Social Research, New 
York City, are investigating the agencies organized to sell 
food products to the people of New York, with the pur- 
pose of learning the influence of these institutions on 
prices. This data can be obtained only in the open field by 


studying the market conditions at every point from the 
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producer to the consumer. It is only by getting an exact 
knowledge of the various selling agencies, and of the 
foods disposed of, that they will know whether high prices 
are a result of clumsy methods of distribution or not. 
When the results are obtained it ought not to be neces- 
sary to fill a ponderous volume in describing the institu- 
tions and in drawing conclusions. 

In discussing phenomena the cumbrous monograph, 
which not even the economist reads unless a special inter- 
est compels him to do so, has been overworked. Concise 
description and clear-cut conclusions will preserve the data 
and exert a permanent influence. But I do not see how 
we are going to escape the necessity of thorough investi- 
gations in every department of business activity. In their 
times Adam Smith and J. S. Mill had simpler tasks to per- 
form than we have today. No detailed studies were nec- 
essary when Smith wrote. The industrial organization 
was simple then, and the facts of business were well 
known. The business world today has attained a degree 
of complexity undreamed of even in Mill’s time, and this 
change in organization has made necessary a change in 
methods of study. 

I believe with the writer of the paper that the value of 
the science is in direct proportion to its influence on prog- 
ress. We should move the world, but we should not be 
too much concerned with the process of the moving. The 
economist should be on the firing line of civilization, but 
instead of firing he should furnish the ammunition. 

The science has been discredited in this country at times 
owing to its direct connection with governmental policy. 
The teaching of the doctrine of free trade had much to do 
with the prejudice against it over twenty years ago. We 
seem to have emphasized studies from decade to decade 
in conformity with the national interest of the times, and 
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the science was popular or unpopular as public opinion 
approved or disapproved of the teachings of the econo- 
mists. The solution of problems on purely theoretical 
grounds does not meet with popular favor. The real 
work and sphere of the economist in influencing public 
policy directly can be illustrated in the present agitation 
for tariff revision. If it be admitted that some tariff is 
necessary in our national policy, it must be obvious that 
the present methods of tariff revision will fail. The 
tariff, instead of being lowered, wil! undoubtedly be 
raised. If the theory of adjusting the tariff to the dif- 
ferences in cost of production here and abroad is carried 
out, the absurdity of the present method must be appar- 
ent. With the complexity of our tariff schedules there 
is needed a commission to make an exhaustive study of 
factors in cost of production and the various conditions 
of production in different countries. The members of 
this commission must be economists or have training in 
economics. It is not necessary that they should frame 
the tariff law, but they can state the conditions accord- 
ing to which the tariff must be constructed. 

I cannot agree with the President that a good debater 
is a better economist than a writer of theses. Good de- 
baters are clear, and strong in the power of expression; 
but they are too biased to be scientific and too narrow to 
be accurate. A man with the debater’s instincts is too 
positive, too lop-sided, and too anxious to prove one side 
of acase. Asa matter of fact, a debater has to be un- 
made before anything can be done with him scientifically. 

A man with the instincts of the newspaper man and 
cartoonist is as hopeless as the debater, though for a dif- 
ferent reason. He is too much interested in the sensa- 
tional to give truth its proper setting. Unimportant 
things that lend themselves to, vivid description are 
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pushed into the foreground and essentials are ignored. 
Power of presentation and a desire to reach the masses 
are qualities that would ruin any scientific investigator. 

The chief message of President Patten to the Associa- 
tion, as I interpret it, is that economic iivestigation 
should be along lines most demanded by public policy; 
and the results of the investigations shovid be in such 
a form as will make them immediately available to the 
public at large. 

On these points Professor Patten is fundamentally 
right. 


F. B. Haw.ey: Professor Patten holds, if I under- 
stand him correctly, that there is something lacking to 
a science, such as political economy, that cannot or has 
not condensed its teachings into striking phrases or catch- 
words, as it is only by so doing that an influence in practi- 


cal matters can be obtained. He, although perhaps the 
most subtle thinker we have, seems in this address at 
least to condemn subtlety and to insist that economic 
truth should be stated only in broad outlines and con- 
densed forms, should be distilled, as it were, into pregnant 
phrases, capable of inevitably suggesting all or most of 
their connotations. What he suggests is less theory and 
more practical application. 

Now it seems to me that clear thinking can be trusted 
to crystalize itself, and that any attempt to force the pro- 
cess can only result in our getting imperfect and muddy 
crystals,—or, in other words, in misleading phrases and 
catch-words, which will do twofold more harm than good. 
The remedy, it seems to me, is not less theory, but more 
and better theory. 

In a recent work I have ventured to assert that the rea- 
son for the state of things Professor Patten laments is to 
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be found in the fact that there is ro consensus of the com- 
petent as to the exact scope of the science or as to the ex- 
act content of its fundamental terms. That this consen- 
sus does not exist, none of you will seriously dispute, but 
I fear few recognize the necessity of obtaining it before 
the cryStallization of economic truth into terse and popu- 
lar phrases should be attempted. 

To illustrate my meaning I will call your attention to 
the prevalent use, or rather uses, of the term capital,— 
namely, as “capital goods” and as the “value of capital 
goods”. Now, firstly, is it possible to think clearly when 
a fundamental term is given two distinct meanings? Can 
such a term really have two significations? I, at least, 
think it is impossible. Secondly, capital is universally 
treated as a productive factor. Is it really such? Econ- 
omics is a moral science, concerned, that is, wholly with 
voluntary human actions. It must inquire not what cap- 
ital does, but what the capitalist does. It is the capitalist 
who is an economic factor and not his capital. This 
seems, to me at least, so self-evident a truth as to be 
proven in the mere statement. And yet so far as I am 
aware, no one, until I attempted it in my recent book, has 
sought the definition of capital by inquiring into what it is 
that the capitalist “as such” does. There can be but one 
answer to such an inquiry when made,—namely, that he 
refrains from the exercise of such purchasing power as he 
possesses, and lends the power either to others or to him- 
self for a specific time and for a stipulated reward, which 
is interest alone when he is absolutely secured as to re- 
payment, or interest and a premium of insurance when 
he incurs some risk of not being repaid. Now “as such” 
the capitalist never has any “capital good” in his posses- 
sion. He has absolutely nothing at all to do with “capital 
goods”, nor has he any interest at all in the value of any 
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specific capital goods. All the capitalist “as such” can pos- 
sess is‘an abstract and unspecified power to purchase. The 
moment he as an individual invests this purchasing power, 
he advances beyond the bounds of his distinct function as 
a capitalist and becomes a capitalist entrepreneur. The 
man who lends can indeed be said to invest in a claim, 
but all he really does is to make specific the general and 
unspecified claim he already possessed. The moment he 
invests in capital goods, or restricts his claim to the value 
of specific capital goods, he exercises an additional func- 
tion entirely different and distinct, namely, the assump- 
tion of responsibility. 

Now the indisputable fact that investment in capital 
goods or in their specific value is an action that the capi- 
talist “as such” cannot possibly perform, becomes so plain 
on a little reflection that I am sure of your ultimate assent. 
Indeed, that it is the entrepreneur who invests the capital 
he borrows of the capitalist is so self-evident that it has 
always been assumed as a matter of course. And yet, 
illogical as it really is, it has hitherto been assumed equally 
as a matter of course that these same investments were 
also made by the capitalist. The absurdity of supposing 
that there can be two investors in the same investment 
has been strangely overlooked. 

Now the monumental work of Béhm-Bawerk and the 
treatment of capital and interest by our own Professor 
Fisher are both founded on the assumption that invest- 
ment is an action of the capitalist “as such”, the inevitable 
consequence of which is an inexplicable and bewildering 
confusion of interest and profit. The results aimed at by 
both authors must be seriously modified if, as I claim, in- 
vestment is an action only possible to the entrepreneur 
“as such”. And until such results are so modified, how is 
it possible to condense these results into phrases both 
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trenchant and true, and that will offer the results of eco- 
nomic theory to popular conception in the form of pre- 
digested tablets? Must we not be more certain of whiar 
we have to teach before it is safe to embalm our teaching 
in popular phraseology and catch-words? Must we not 
first settle absolutely the fundamental terms and scope of 
our science before attempting to pose as the arbiters of 
practical application of economic principles? 

The scope and definition of the science itself are by no 
means yet settled. Shold we venture upon dogmatic 
statements before we are exactly sure what we are talking 
about? And is it probable that we can arrive at particu- 
lar definitions of fundamental terms before the science it- 
self is positively defined? And will not these fundamental 
terms define themselves when the exact scope of eco- 
nomic inquiry is positively determined? Is it possible to 
coin lucid and striking phrases, comprehensible by the 
man in the street, that embody true and exact economic 


principles, so long as we ourselves are dubious about the 
ultimate premises upon which all our deductions are 
based? 


T. N. Carver: We all doubtless agree with Professor 
Patten, at least to the extent of saying that if economists 
can popularize their style without sacrificing scientific ac- 
curacy and thoroughness it would be a great gain. I am 
somewhat disturbed, however, by the remarks of one 
speaker regarding the low estimation in which economics 
and economists are held. I have not noticed that myself. 
I think that if any great business man were to tell me 
that he regarded economics merely as a field for the exer- 
cise of the intellectual proletariat, I should at once ask, at 
least to myself,—What particular form of corruption are 
you engaged in now? If the scientific study of econom- 





22 American Economic Association 


ics is in such low estimation among the business and po- 
litical interests of Pennsylvania as the speaker seemed to 
imply, it speaks volumes regarding the poiitical and busi- 
ness corruption in Pennsylvania. 


Scott NEARING: The point that Dr. Patten makes re- 
garding the influence that an economist should exert over 
the public is an important one, and we can well test it by 
the effect which our instruction has upon our classes. We 
are in direct contact with the students every day, and our 
effectiveness as influencers of public opinion can be tested 
at that point as nowhere else. 

What do the students in the average class of economics 
think of the subject? It is my opinion that they regard 
it as a dry, uninteresting subject which has no possible 
connection with their life activities. 

As a matter of fact, there is no subject that can be made 
more lively and interesting than economics; and, if it is 
not made interesting and connected definitely with the 
lives of the students, the instructor, and not the student, 
is to blame. 

The custom of presenting theory to Freshmen and 
leaving the practical courses for the later years results in 
disgusting a large number of Freshmen with the general 
subject. Freshmen should be shown the connection be- 
tween economics and their own lives, and if we are to be 
effective economists we can well start by directly and ef- 
fectively influencing the younger students who come un- 
der our charge. 


Epwarp T. Devine: My senior colleague in Colum- 
bia has used the word pessimism in characterizing Presi- 
dent Patten’s address. I should not otherwise have 
wished to take part in this discussion, but I cannot refrain 
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from saying a word in defense of the address against that 
particular charge. As I understand it, that man is a pes- 
simist who, whether he may happen to have a favorable 
opinion or an unfavorable opinion of the matter in hand, 
is in either case cynically sceptical as to the possibility of 
doing anything whatever to improve it. A man does not 
become a pessimist merely by describing a situation as 
unsatisfactory. Even if he denounces it vigorously he 
may still be a thorough-going optimist. In fact, an em- 
phatically expressed opinion that something or other 
should be changed is oftener than not an evidence of opti- 
mism. Your pessimist would not think it worth while to 
get excited about it. He would coolly assure you that no 
doubt it was bad—things usually are bad—but nothing 
that you or I can do will make the slightest difference. 

Certainly this is not the spirit of Dr. Patten’s address. 
He describes the existing situation in post-graduate in- 
struction in economics as unsatisfactory. He says just 
what he thinks is wrong with it, and he points out the 
remedy. I submit that no one but a profound optimist 
would have had the courage to do that. He contrasts the 
ideal which is represented by voluminous dissertations 
with an ideal represented by the capacity to do some defi- 
nite useful work. He thinks that the wider acceptance 
of the latter ideal would have a refreshing and beneficial 
influence on our work with candidates for higher degrees. 
In taking this ground, and in supporting his position by 
the considerations which he has urged, he does not seem 
to me to have laid himself open to a just charge of pes- 
simism. 





THE THEORY OF COLLECTIVE BARGAINING. 
J. B. CLARK. 


Are trade unions a proper part of an industrial system 
based on freedom and competition? Do they perfect 
such a system or vitiate it? This is the most important 
question we can ask concerning them, and the answer 
depends on the effect they have on the general rate of 
wages. We may regard it as an accepted fact that there 
is a standard to which wages tend to conform, and that 
this standard is in some way based on the productive 
power of labor. At any one time an absolutely perfect 
static adjustment would give men as wages whatever the 
product imputable to their labor is worth. Do unions 
help to bring the pay of laborers generally nearer to that 
standard? This is the question to be answered. 

Monopolies on the side of capital are obviously a per- 
verting influence, the effect of which extends throughout 
the labor market. They force some men out of their 
natural fields of labor, congest other fields and cause the 
so-called “marginal increment” of social labor to pro-. 
duce less and get less than it should. It is almost equally 
apparent that, in so far as the general body of workmen 
is concerned, monopoly on the side of labor has the same 
effect. If trade unions should fence their fields about 
and keep out all rival workmen, they would cause a 
similar overcrowding of those other fields of employment 
to which the excluded men would have to go. This 
would push downward the margin of employment into 
less fertile fields and reduce the product to which the 
pay of general labor tends to conform. Its effect would 
differ from that of monopoly on the side of capital only 
in the fact that a favored class of laborers would get the 
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benefit of the policy. This class would create a monopo- 
listic gain and absorb it for itself, while all other laborers 
would pay tribute. 

Monopoly of every kind is a perverting influence, and 
if collective bargaining, in order to be successful, has to 
resort to it, it may be pronounced abnormal without fur- 
ther discussion. Our main inquiry would then be an- 
swered at once in the negative. In this discussion, as in 
others, I am careful to characterize as normal only that 
which is in harmony with the fundamental tendencies of 
a competitive system. The question which merits discus- 
sion is whether a union of labor which makes no attempt 
whatever to gain a monopoly of its field can materially 
help men to get as much as the true standard of wages 
requires. By possessing a good field of employment and 
driving others out, a few men can get more than this and 
force others to take less. The problem is whether non- 
exclusive unions would help labor generally to get what 
natural law calls for. 

A monopoly on the side of labor requires both closed 
shops and what we may call closed unions. It does not 
exist where any man, whether in the union or not, is 
permitted freely to work at his trade under any em- 
ployer, and neither does it exist even under the régime 
of closed shops, provided there is nothing whatever to 
hinder the man from joining a union. It is where he 
cannot work without joining the union and cannot join 
it except under hard conditions that he suffers from the 
presence of a true monopoly. The question before us 
assumes that these two conditions do not exist. Our 
study has to do with unions which may have become large 
and powerful, but have made easy conditions of member- 
ship. Under such circumstances, how much power have 
they to raise the pay of members, above what it would 
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otherwise be, and how does their action affect other work- 
men? Can they remove any important cause of depression 
and cause wages generally to approximate their natural 
level? This is asking whether unions, as now constituted, 
can afford to surrender the use of force in guarding their 
fields against rival claimants. Will they fail to attain their 
purpose if they quit “slugging”? Of course, this practice 
injures the workmen against whom it is employed, and, if 
it is successful, may benefit those who employ it. It is 
well to know whether the abandonment of all criminal 
practices would leave union men helpless and subject them 
to an exploitation by employers. The answer to this ques- 
tion will tell us where the mere enforcement of criminal 
law would leave unionism. 

The strike, sometimes resorted to and at other times 
held as a possibility, is an indispensable part of collective 
bargaining. To many minds it is a foregone conclusion that 
strikes are comparatively impotent without violence. Just 
as laborers, taken one by one, may be forced by their 
necessities to accept low pay, so a considerable union of 
men may be forced to take it if the employer is allowed 
freely to call in the services of other men. As the single 
worker may be kept out of employment until hunger 
compels him to take whatever he can get, so there is no 
reason why a body of men, if it be kept out of employ- 
ment long enough, may not be reduced to a similar sur- 
render. The union that is without the power to expel 
intruders from its field of labor appears to many persons 
to be at a hopeless strategic disadvantage. It needs a 
power of coercion, which amounts to the power of mo- 
nopoly, in order to protect its members from this fate. 
Without the power to dissuade would-be strike breakers 
by arguments of a material kind, a strike is conceived of 
as a test of endurance in which the employer is bound to 
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win. Men never can get on without pay as long as 
employers can get on without interest or profit. What is 
called “slugging” is, in some minds, legitimated in a 
quasi-fashion, as being an indispensable means of pre- 
venting an exploitation of labor. The natural course of a 
peaceful strike is thought of as including, first, the grad- 
ual filling of the strikers’ places by men who have been 
idle long enough to be helpless, and, secondly, the holding 
of the strikers themselves long enough in idleness to 
starve them into a surrender. 

It may be said, at the outset, that fixing the pay of 
labor by a crude contest of endurance is without question 
abnormal. What pay-exhausted men will take is a ques- 
tion which never should figure in an adjustment of wages 
except as furnishing an unreachable minimum. It is not 
necessary that the refraining from violence should leave 
unions helpless. Peaceful collective bargaining should 
not and does not afford the dismal outlook of a choice 
between crime and failure. 

There are two extreme limits within which wages, as 
fixed by collective bargaining, should fall. Of these ex- 
tremes the lower is the one which necessitous men can 
be forced to take, and the upper is the utmost that em- 
ployers can concede without steadily trenching on capital. 
Somewhere between these limits lies the point at which 
coliective bargaining should adjust wages; and the pro- 
cess should be without any immediate reference to the 
ultimate endurance of the parties. The employer should 
be impelled by his own interests to offer what men are 
impelled by their own interests to take before either party 
is near to the point of exhaustion. 

Adjustment by a fight to a finish is one thing; adjust- 
ment by a rational estimate by each party of his own 
gains and losses is another. Where it is easy to starve 
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men into a quick surrender the two methods merge into 
one, since the power to obtain a quick victory then enters 
directly into the employer’s computation of his own in- 
terests. The adjustment is normal, however, only when 
the employer’s assent to it is brought about by considera- 
tions which prevent him from resorting to his ultimate 
power of compulsion. This requires indeed a consid- 
erable staying power on the men’s part; otherwise the 
pressure that should affect the employer cannot be brought 
to bear. The union treasuries, subsidies from affiliated 
unions, and the savings and the credit of the workers 
themselves should amount to enough, all told, to enable 
the men to remain for a certain time inactive, and thus. 
to offer to the employer the alternative of conceding 
something to them or losing more by idleness. If the 
laborers can, even at much sacrifice, put the employer 
where it is better to start production on the terms they 
offer than to delay for the sake of better terms, a reason- 
able bargain may be made. 

Where monopoly figures on the employers’ side, a 
change in the prices of the goods produced in this branch 
of industry becomes an element in the adjustment. Any 
long continued stoppage of work raises prices and throws: 
on the purchasing public the cost of any advance made 
in the rate of wages. While this may facilitate an ulti- 
mate settlement, it may lead employers to prolong the 
period of idleness, and so give them, at last, the upper 
hand of the men. Men may. gain when monopolistic em- 
ployers settle with them quickly and charge the cost to 
consumers; but by a long strike the employers may be 
the only gainers and are quite likely to be the chief ones. 
They may tolerate a strike or even foster it, sell off their 
accumulations of goods, ensure enhanced prices for them, 
and settle the strike at last when the workers’ means are 
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exhausted and small concessions or none at all need to be 
made to them. On the other hand, with adequate staying 
power the men may extort some advance in pay, but it is 
unlikely to equal the gain which enhanced prices give to 
employers who have an exclusive possession of their field 
of production. 

The case here selected for study, however, is the one 
where neither employers nor workmen have a monopoly, 
and where, therefore, this process of taxing the public and 
sharing the proceeds is ruled out. The strike, we will say, 
is general in the industry and brings production to a stop. 
There may then be a transient rise in prices and this may 
slightly reduce the cost which the strike entails on the em- 
ployers ; but a permanent rise, which would play decisively 
into employers’ hands, is not to be expected. Furthermore, 
this is a case in which the motives that sway the parties 
proceed from a cool calculation of interests and not from 
that kind of class consciousness which means belligerent 
feeling and a fight for its own sake. There is here no 
entangiement of trade unionism with the militant type 
of socialism. 
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In the figure, AD measures time in months, and the 
lines radiating from A indicate, by the increasing extent 
to which at different points they rise above the line AD, 
the growing aggregate losses which accrue as the strike 
proceeds. The vertical distance from 3 at the base of the 
figure to the line AB measures the total amount which 
labor has lost at the end of the third month. The part 
of AB which rises steadily above the base line shows what 
the employer loses from month to month from mere in- 
terruption of business; and the corresponding part of AC 
shows, by its uniform rise, what the men lose, in wages, 
from the same cause. The sharp upward curves express 
further losses which are later incurred. At the beginning 
of the seventh month goods of the kind made in this 
industrial group begin to come into the market either 
from abroad or from new sources at home. At the end 
of the eighth month this loss of control of the business 
field begins to become a serious menace. As rivals freely 
enter their territory, the interest of the employers strongly 
impels them to make concessions to their men, and if, as 
the figure indicates, the employees can, without too great 
sacrifice, hold out until the end of the tenth month, their 
victory is assured. The enforced yielding point of the 
employer comes earlier than the enforced yielding point 
of the men, and his voluntary yielding point is interme- 
diate between 0 and 7, and is nearer to the one or the 
other according as the rate of pay demanded of him is 
reasonable or exorbitant. Whether the terms of settle- 
ment favor employers, favor the men, or are made on 
even terms, depends upon the extent of the pressure under 
which the two parties find themselves at the point of time 
when the settlement is made. 

This figure expresses a first approximation to the full 
facts of the case, since the losses described are those 
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which are measurable in money and, as an incentive to 
yielding, money losses themselves acquire increased effect- 
iveness in the later stages of the strike. The principle we 
are illustrating is not less apparent where this further 
consideration is taken into account. 

The timing of the concession which ends a strike is 
affected in the case of either party by the extent of the 
demand made by the other. A great concession can be 
extorted only by a great pressure, and this can usually be 
applied only in the latter period of a prolonged strike. 
When a grave injury would be brought upon themselves 
by further warfare, employers or employed can afford 
to pay a large price for peace. It takes an exceptional 
staying power on the men’s side to extort this large con- 
cession from employers. As it continues, month after 
month, a strike takes on a more and more critical char- 
acter. If the two upward curves in the figure chance to 
occur nearly together—that is, if the pressure on both 
parties becomes severe at the same time—the stakes which 
they are playing for become startlingly high, and each 
party may stand to gain or lose so enormous an amount 
that the struggle may become desperate. The men may 
then carry to the bitter end the contest of crude endur- 
ance. They may hope to hold out till, in spite of their 
large demands, the employer’s yielding point shall be 
reached. 

The yielding point of the employer comes late when the 
demand is exorbitant, and should come early when it is 
reasonable; and, when the wages asked for conform to 
the marginal productivity of social labor, the yielding 
should occur either in advance of a strike or in an early 
stage of it. In conditions which in a prosperous country 
usually prevail, there is small prospect that the employer 
can long enforce a much lower rate, nor can he secure it 
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even temporarily, except by a long and costly strike. 
Other employers will pay the rate that represents the 
marginal product of labor, and if the present employers 
of the men refuse to do so, the refusal will mean a loss 
of traffic with no offsetting gain. In the end they will 
have to pay this rate in order to hold the men whom they 
secure at a somewhat lower one. 

The favorable issue of a strike requires that the places 
vacated shall not, in fact, be filled by non-union men; and, 
as we exclude the supposition that the strikers will forc- 
ibly prevent them from being thus filled, we must suppose 
that there are not enough available men outside of unions 
to fill them. The absence of an ample supply of compe- 
tent labor quickly obtainable is a condition of success. 
The supposed great force of capable men disciplined by 
hunger into submissiveness does not exist; and, with all 
the shortening of apprenticeships which modern ma- 
chinery has caused, it still takes some time to train men 
for artizans’ work. Wholly unskilled labor would be 
wasteful, and, with a union embracing nearly all of the 
men at present trained for the crafts, employers cannot 
afford to incur much delay in trying to avoid paying 
wages that are normal and in a period of progress likely 
to be conceded by those employers whose operations are 
enlarging. 

Where labor unions are strong and widely extended, 
and where they are judicious in their demands, an antici- | 
pation of the result of a strike usually brings the conces- 
sion without the use of the last resort, the actual strike 
itself. The more effective strikes become potential rather 
than actual. A wide extension of the organization of 
labor, insight on the part of leaders, and a like insight 
on the side of employers should keep them in this latent 
state. With too large a part of the force of labor unor-' 
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ganized, there is a real danger that there may be too many 
actual contests of endurance. The organization of labor, 
therefore, needs to become general in order that it may 
do its full work and do it in a lawful way. In its many 
branches it must include the bulk of all labor available to 
do work requiring skill. There must not be outside of 
the unions any source from which a very large force of 
trained workers can at once be drawn. 

It is time that we see how these principles work when 
industry is in a progressive state. In such a condition 
wages tend toward a level which is always above the 
existing marginal product of labor. Improved methods 
of production are constantly introduced, and this imparts 
to labor a potential productivity which always exceeds its 
actual productive power at the margin of employment. 
After a particular device has been utilized and the product 
created in one fortunate employer’s shops has been raised 
above the average level, time is still required before the 
full effects of the improvement are ralized in the broader 
field of labor. When they are so it is found that all labor 
has made a gain. Its product and its reward have become 
larger ; but an interval of time has passed after the orig- 
inal introduction of the improved method before this 
diffusion of its fruits has taken place. Actual wages, 
during this interval, have been gradually climbing toward 
their new level; but while they have been doing so, other 
improvements have occurred which have raised still fur- . 
ther the potential productivity of labor, and wages climb ° 
on toward their further and still higher level. They are 
always lagging behind the standard set by their potential 
productive power; but they are always rising above their 
actual returns in the more ill-equipped establishments. 
Each single improvement sets a standard, which in due 
time they will reach. It is more than, at the time of its 











34 American Economic Association 


appearance, they are getting, but is less than the still 
higher rate which, by the time they attain the standard, 
further improvements will have made possible. 

This diffusion of benefits from specialized improve- 
ments requires: first, that all employers in the same 
branch of industry should ultimately adopt the appliance, 
or an equally good one; secondly, that the physical output 
of goods which this group makes should be increased; 
and, thirdly, that by a change in ratios of exchange the 
values of those products which other labor creates should 
rise. A specialized productive power is thus translated 
into an enhanced value imparted to the product of all 
labor, and furnishing a new standard of wages. When 
improvements come in quick succession, the standard 
rises rapidly; and, as the rise of the actual pay cannot 
instantly be quickened, the interval between the standard 
and the pay becomes wider. As the improvements accrue 
more slowly, the actual rate of pay draws nearer to the 
standard they create. 
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AF represents time in decades. The ascending line 
CD represents the standard of wages rising with unequal 
rapidity in different periods. The line BE represents the 
actual rate of pay pursuing the standard in its upper 
movement, although farther from it at the time of rapid 
rise than at other times. 

Under such circumstances, the evil to be dreaded is not 
a wide interval between wages and that norm which is 
set by the potential productivity of labor. It is an in- 
terval made broad not by the welcome and hopeful cause 
of such a quick rise in this standard of pay, but by dis- 
abilities on the part of laborers which prevent actual 
wages from pursuing the standard as closely as they 
should. In a time of rapid progress a large but law- 
abiding union of laborers may almost surely preclude this 
special evil and procure as close a conformity of wages 
to their rising standard as the interest of laborers re- 
quires. The progressive condition is one in which labor 
is in brisk demand at many points; and, although here 
and there a few men may have to change their occupa- 
tions, they do so in a market in which wages are firm, as 
labor yields an increasing product to its employers. In 
the absence of untoward circumstances, few efficient men 
will be long without work and very few are likely to be 
reduced to the helpless condition of a force long held in 
idleness. The pay of some of the men is forever rising 
above the actual product of labor in a certain marginal 
part of the field; for there are always inferior establish- 
ments in which employers can barely pay what labor has 
heretofore produced, and cannot pay what in the better 
equipped establishments it is now producing. Their own- 
ers soon must either close the shops or give them a better 
equipment and promote them to higher positions in the: 
scale of productivity. 
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AK is the line from which the products of labor are 
measured, and BF represents, by its rise above this base, 
the differing amounts which labor produces in different 
establishments of the same kind. BJ is the level of pro- 
ductivity as attained in marginal establishments, and 
there is an active demand for labor in the better ones, 
which will soon raise its pay to the level of the line CI. 
The marginal mills, etc., will then be closed, and those in 
which the product of labor stands at the level CI will then 
be the marginal ones. When further improvements have 
carried the productivity of labor to the level DH, the 
mills, etc., where labor can create only the amount ex- 
pressed by the level of CI will have to be closed, as will 
the still better ones when the product reaches the stand- 
ard EG. 

The pay of men in the better establishments is not held 
down to the products created in the poorest ones, but is, 
in consequence of technical changes, raised continually 
above that amount. It is near to this marginal product 
of social labor only because the mills, etc., on the margin 
cannot long run at all after their laborers have ceased to 
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produce as much as other laborers get. Rising pay 
causes the social margin of employment to recede and the 
rate of pay at the shifting margin to rise. It creates, in 
fact, a series of different margins, any one of which 
shows a rate of pay below the new social level. All this 
makes easier the task of collective bargaining and re- 
moves the necessity for resorting to violence. On the 
other hand, it makes it necessary that the oragnization 
of labor be made far more general than it has yet become. 

Conclusions which are now in sight and could be fully 
proved by a more extended treatment are: 

1. In conditions which economic science calls dy- 
namic, a continual rise in the standard of wages is caused 
by the increasing productivity of labor in the better estab- 
lishments. There is a norm furnished by the productiv- 
ity which recent improvements will, after an adjustment, 
impart to general labor. 

2. Actual wages pursue a rising series of such norms, 
but remain, by an interval, below them. 

3. The interval is greatest when technical progress 
is most rapid, and smallest when the progress goes on 
most slowly. 

4. A complete closing of the interval between pay 
and standard would imply a halt in progress and the loss 
of all prospect of a further rise in wages. 

5. It is one object of organization of labor to prevent 
the interval between pay and standard from becoming 
abnormally broad because of any disabilities of labor in 
connection with the making of its wage contract. 

6. This aim is attained if the actual rise of pay 
which workers get in some establishments is quickly 
shared by the general body of workers elsewhere em- 
ployed. It is to diffuse what would otherwise be local- 
ized benefits accruing from progress and to ensure for 
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men generally what some men would, without union, 
quickly get, and others would get more tardily. 

7. This purpose is attainable by unions that are large, 
wisely directed, and entirely law-abiding. The interest 
of employers having increased facilities for production 
prompts them to secure profits by an early enlargement 
of their output, since a later enlargement would not 
afford the profits. A union which threatens to withhold 
needed labor puts pressure on the employers at once. If 
a strike actually ensues, provided that the laborers’ de- 
mands are within reason, the employers’ yielding point 
comes far within the limit set by the forced yielding point 
of the workmen. An anticipation of this result makes 
a merely potential strike effective. 

8. Ata rate of pay that is slightly above the existing 
marginal product of labor, the progressive establishments 
can absorb the labor that is relinquished by the unprogres- 
sive ones. At a higher rate, less labor can be absorbed 
and more is relinquished. The success of a general sys- 
tem of labor unions requires such an adjustment of its 
demand for increasing wages as shall not lead to an in- 
creasing amount of unemployment. 

9g. In the period of depression following a business 
crisis, it is the true policy of a general union of laborers 
to adjust its claim for wages with especial care to the 
marginal product of labor. Otherwise it may, at a criti- 
cal time, increase beyond the amount which the conditions 
of the times entail the number of men out of work. 

10. It is for the interest of a general union of labor- 
ers to conserve with the utmost care the condition of pro- 
gress itself. No amount of organization can maintain a 
rise in pay that is not based on a rise of general produc- 
tivity. A local and monopolistic union may discover 
transient reasons for reducing the product which a lab- 





The Theory of Collective Bargaining 39 


orer creates. A general system of non-monopolistic 
unions will not do this unless it is extremely unintelligent 
or carried away by a mania for conflict. If its intelli- 
gence is worthy of its size and power, it will realize the 
impossibility of drawing large general pay from a com- 
paratively sterile industry. 











THEORY OF COLLECTIVE BARGAINING— 
DISCUSSION 


A. C. MILter: I find myself in such substantial agree- 
ment with Professor Clark’s leading proposition that I 
can hardly hope to perform the best office of the critic in 
opening this discussion. I begin by remarking that Pro- 
fessor Clark’s paper is a welcome evidence of the changed 
attitude of the economists on the important question of 
trades unionism. From one of doubt or denial that atti- 
tude has, in the course of less than a generation, become 
one of tolerance or approval. Few economists of the 
present day would question the economic legitimacy of 
trades union action, if directed toward the proper ends 
and restricted within the proper limits, as a mode of 
adjusting the terms of the wage contract or of settling 
other conditions affecting the employment of labor. The 
legitimacy of trades unionism is derived from the necessity 
of collective bargaining, under a system of competitive 
distribution, if labor is to receive its due portion. Indeed, 
so fully has the more careful study of the workings of 
actual competition, made in our day, attested this con- 
clusion that the principle of collective bargaining may 
virtually be regarded as an implicate of the system of 
competitive industrialism. Competitive industrialism has 
given us trades unionism in much the same way, and for 
much the same reasons, as it has given us codperative 
capitalism, or the trusts. The same sort of economic 
necessity which has brought organization at the top, for 
capital, has also forced it at the bottom, for labor. Col- 
lective bargaining is, after all, little other than the appli- 
cation or extension of the competitive business principle 
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to the market for the sale of labor. It should not be 
overlooked that the condemnation of the trades union 
(the means for giving effect to the principle of collective 
bargaining) involves indictment of the competitive indus- 
trial system; for it is a correlate of that system. 

The conclusions here stated, it is pertinent to remark, 
do not depend for their validity upon the acceptance of 
any particular or peculiar theory of wages. Under any 
theory of wages which could hope to find adherents 
amongst present-day economists, these interpretations 
would be true, if true at all. Under such a simple formu- 
lation of the demand and supply theory of wages as 
Cobden’s—“wages are high when two bosses are running 
after one man and low when two men are running after 
one boss” —or under the highly refined productivity theory 
of Professor Clark, an analysis of the current business 
and industrial process, which did not blink the facts, 
would have to recognize that competition, of itself, does 
not equate pay and work with such nicety and precision 
that the intervention of such an agency as collective bar- 
gaining could be regarded as superfluous or obstructive. 
Such intervention when proceeding on the right line is to 
be viewed as the fulfilment rather than as the negation 
or arrest of the competitive process. 

The time is happily passing when it was the fashion to 
speak of economic laws as though they were principles ot 
mechanics. Human beings are not mere mechanisms, 
on their volitional side, at least, and the economics of 
the competitive system must be more than a mere mechan- 
ics of industrial liberty. The acceptance of the princi- 
ple of collective bargaining implies all this. We dare not 
trust the laborer’s destiny to the unaided workings of 
competitive laws. In a business age and under a business 
system where industry is undertaken by business men for 
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business ends, and where business strategy is an integral | 
part of the general process, it must be said that, whatever 
else wages depend on, they also depend on bargaining. | 
Economic laws alone—that is to say, competition—do not ' 
settle the matter. Still less do they act with electrical ex- 
pedition. Competition, at best, simply sets the limits 
within which wages, or the other terms of the labor con- 
tract, will be fixed. Between the least the workmen will 
take and the most the employer will give there may be a 
pretty wide margin. We know there is a very considerable 
margin between their ideas of what the one should take 
and the other give. The adjustment of their respective 
claims to this indeterminate and fluctuating part must be 
effectuated by bargaining ; and that means, looked at from 
the side of labor, collective bargaining. 

Speaking in a company of professional economists 
much, or even all, of what has been said might seem un- 
necessary of statement. It is because I think the area for 
the operation of collective bargaining to be even wider 
than Professor Clark and the many who occupy his gene- 
ral theoretic economic standpoint would allow, that I wish 
to emphasize its validity as an economic principle, even 
under their peculiar theory of distribution. Professor 
Clark has won distinction by his brilliant championship of 
the economic theory of imputation. Now, without rais- 
ing the general question as to the tenableness of that the- 
ory, I want to point out, as bearing especially upon the 
present problem, that “imputation” is an elusive term. It 
covers a multitude of psychologic phases—emotional as 
well as mental. It cannot be taken as a mechanical pro- 
cess, definable in simple and accurate form. Those who 
use it as a convenient formula to explain the operations 
of industrial life should, therefore, use it with caution 
and discrimination. “Product imputed” means product 
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imputed by someone. That “someone” is the employer. 
It is he who assesses the workman’s service; and, unless 
we assume that employers as a class are an exception to 
the rule humanum est errare, it is at least conceivable and, 
therefore, a matter of theoretic moment, that the imputa- 
tion might be based upon partial or faulty grounds. If 
so, it occurs to me that collective bargaining might have 
a special function as protecting the process of imputation 
against bias, greed, deceit, or other considerations of an 
adventitious character—considerations to be estimated as 
adventitions, at any rate, when viewed from the stand- 
point of industry, even though not so estimated when 
viewed from the standpoint of business. In other words, 
collective bargaining presents itself as a mode of putting 
the employer on his good behavior, as it were; of obliging 
him to make a more searching analysis of the full worth 
of labor to him; and thus becomes a method of more 
nearly securing to the laborer his due portion in industry. 

The portion of labor in industry is what it gets. If, 
and only if, it gets all that it is worth can it be said, in any | 
proper sense, to get its due portion—to get what it is | 
worth. It would be truer as regards the ordinary issues | 
of practical economic life to say that labor is worth what 
it can get than that it gets what it is worth; and the cor- 
ollary of this proposition is for labor to get all that it pro- 
perly can. This implies bargaining—bargaining with 
skill, vigor, and judgment. More than this, it means, 
specifically, collective bargaining. The individual, isolated 
-workman is usually a poor bargainer. His habits of life 
do not fit him for bargaining. Besides, he usually cannot 
hold out for better terms; he belongs to the category of 
what are called in commerce “perishable goods.” Adam 
Smith appreciated this circumstance when our modern in- 
dustrial (wages) system was yet in its infancy: “In the 
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long run the workman may be as necessary to his master 
as the master is to the workman, but the necessity is not 
so immediate.” That states the gist of the matter. The 
workman is ordinarily under economic disabilities which 
make him a weak bargainer. Concert of action thus be- 
comes for him an economic necessity, if his disabilities are 
to be overcome or diminished. “In union there is 
strength.” 

Professor Clark has rightly drawn attention to the con- 
ditions of efficacious action on the part of labor organiza- 
tions, and he has rightly emphasized the importance of a 
wide membership, power of endurance, and reasonable 
leadership. Violence forms no part of the machinery of 
effective and legitimate trades unionism. Where the 
above-mentioned conditions of efficiency are satisfied, vio- 
lence is prima facie evidence of excessive demands, not 
warranted by the industrial situation; and, under these 
circumstances, failure is deserved. In other cases, vio- 
lence is the resort of weak organizations or unscrupulous 
leaders, and merits little attention in a theoretical survey, 
unless the language of outspoken condemnation be al- 
lowed to be appropriate within the frontiers of economic 
science. 

It ought not to be overlooked that the labor problem is 
made for us by progress. The perils which we dread in 
this connection come with our prosperity. Progress 
means change; and changing industrial conditions bring 
with them the ever-recurring need of new industrial ad- 
justments. The stagnant civilizations of eastern Europe 
and Asia do not experience the unrest that disturbs us. 
And why? Because we are, in an industrial sense, the 
most active and progressive people on earth. Industrial 
unrest is one of the penalties of progress. What, at bot- 
tom and in a large sense, has supplied the leading motive 
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of that larger and more compact organization which has 
characterized the labor movement of this country during 
the past forty years? The conscious desire on the part of 
labor to secure what it regards as its rightful share of the 
fruits cf industrial progress. The struggle is for the ad- 
vantages of science and invention applied to industry. 
This is the fundamental issue in most of our great strikes. 
Such agencies as collective bargaining have, therefore, a 
peculiarly proper place and a peculiarly urgent function in 
a community like ours, where progress is the rule. It is 
worth noting that even an economist like Cairnes, who 
held the doctrine of the wages-fund in a specially rigid 
form and who shared the dismal view of his predecessors 
as to the general futility of trades unionism, conceded, 
nevertheless, that, in a time of rapid industrial expansion, 
trades unions might exert a considerable effect in accel- 
erating an advance of wages. The more flexible views or 
theories held by present-day economists as to the factors 
governing the rates of wages under the competitive ré- 
gime, and the forward movement of our industry, which 
we confidently expect to continue for untold ages to come, 
may well conspire, therefore, to give to collective bar- 
gaining a place of foremost importance as a detail of 
economic theory. For one, I want to record my obliga- 
tion to Professor Clark for his able and brilliant discus- 
sion of the theoretical limits of collective bargaining, 
while at the same time, I must express the feeling that he 
has allowed his theory of imputation to lure him into too 
comfortable and sanguine an attitude on the question of 
the standard, normal, or reasonable rate of pay. 


G. E. Barnett: With the central proposition of Pro- 
fessor Clark’s paper that a union of skilled workmen, by 
simultaneously ceasing—or threatening to cease—work, 
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can induce employers to yield an increase in wages beyond 
what would be paid in the absence of organization, no 
one, I take it, will have any quarrel. The thing has been 
done too many times to be doubtful. Even without that 
general organization of skilled artisans which Professor 
Clark considers one of the conditions of success, such 
unions have been able to establish rates of pay admittedly 
higher than would otherwise have prevailed. No one, I 
think, will disagree with the further proposition that 
under such circumstances as Professor Clark describes a 
trade union may raise wages somewhat without the use 
of violence. 

If we consider Professor Clark’s theory of collective 
bargaining with reference to its value as a practical guide 
to trade unions, serious difficulties appear. Professor 
Clark seems to believe that the normal wage can be deter- 
mined at a given time with an exactness which will be of 
service in collective bargaining, for he warns trade unions 
that if the rate of pay is very much above the existing 
marginal product of labor, an increasing amount of non- 
employment will be caused. As a matter of fact, no one 
can determine, in any particular case, what the marginal 
product of labor is with an exactness sufficient to serve as 
a guide in bargaining. The experience of all arbitrators 
is that the attempt to determine a rate of wages for one 
trade by reasoning from the wages paid for similar classes 
of labor in other trades is likely to be unsuccessful. No 
one can say, for example, that in the iron-moulding trade, 
$4.50 or $5.50 is the rate of pay which would be estab- 
lished under perfectly competitive conditions. The rea- 
son is, of course, that the conditions in each particular 
trade determine very largely the rate of pay. The mobil- 
ity of labor from trade to trade is much less in practice 
than in present-day economic theory. Again, Professor 
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Clark warns the unions that in a time of industrial de- 
pression they should take care to adjust their claim for 
wages with especial reference to the marginal product of 
labor. But what is the marginal product of labor? If 
the bakers of Minneapolis have a wage of fifteen dollars 
per week, shall they refrain from demanding sixteen dol- 
lars on the ground that fifteen dollars is the mrginal 
wage? 

As an attempt to indicate the place which collective 
bargaining fills in a system of industry based on freedom, 
Professor Clark’s theory appears inadequate. He as- 
sumes, not only here, but in his other writings as well, 
that the function of a system of collective bargaining is 
purely and simply to raise wages by substituting collective 
for individual bargaining. Such a theory excludes two 
essentially characteristic features of a system of collective 
bargaining as distinguished from one of individual bar- 
gaining. 

In the first place, practically all trade unions which 
have more than an ephemeral existence seek not merely 
to establish higher wages by collective action, but also to 
maintain rules which will have the effect of raising wages 
by diminishing the severity of competition within the 
trade. There are very few unions which do not include 
some such regulation among their primary aims. The 
larger and stronger unions, having established such rules, 
are not often forced into serious conflicts over mere 
questions of wages. These rules are of two kinds,— 
monopolistic and non-monopolistic. For example, a 
trade union may limit the number of apprentices severely, 
so that the competition of employers for workmen will, 
of itself, raise wages with only the slightest pressure from 
the union. But rules of a non-monopolistic character are 
also frequent. For example, the printers’ unions main- 
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tained for many years strenuously, as one of the chief 
safeguards of their standard rate, that an employee must 
be given a fixed number of hours’ work on each night 
or day he was engaged. By this rule it was made impos- 
sible for the employers to hold in their offices an exces- 
sive number of workmen. Many of the trade-union 
rules which regulate methods of remuneration, continuity 
of employment, and conditions of hiring and discharging 
have similar aims. The extent and variety of these rules is 
larger than is ordinarily supposed. By these regulations 
a trade union establishes a régime under which competi- 
tive forces work in such a way as to raise wages. The 
trade unions recognize that the cause of the large differ- 
ences in the wages of essentially the same class of work- 
men which exist in the different trades, is to be found 
primarily in conditions in the trades which restrict, or 
heighten, the competition of the employers for the work 
people. The struggles, such as Professor Clark speaks 
of, for a mere raising of wages by concerted action, are 
usually to be found in those unions where the conditions 
in the trade are such as to depress the wages of the work- 
men much below the rate of pay prevailing in other 
trades for workmen of a similar character. In such 
trades unionism does not ordinarily flourish. Strong 
unions exist in those trades in which, by a series of 
rules, competition is made of itself to bring to the individ- 
ual workmen a higher rate of pay, and the action of the 
union in increasing the standard rate is almost perfunc- 
tory and a matter of course. Professor Clark’s illus- 
tration of a union of skilled and disciplined unionists 
standing out for seven months solely on a question of 
wages is one which he can hardly have drawn from life. 

The second—and more serious—objection to such a 
theory of collective bargaining is that it neglects the fact 
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that in all except the most weakly organized trades the 
collective bargain, tacitly or explicitly, covers many things 
besides wages. The labor contract involves many ele- 
ments besides wages, and the trade union aims to exert an 
influence over all the terms of the contract. Individual 
bargaining is far more effective in matters of wages than 
in any other element of the wage contract. Hours, sani- 
tation, power of discharging,—these can only be deter- 
mined in a collective bargain. Collective bargaining thus 
covers points in which individual bargaining is almost 
entirely ineffective. The primary difference between col- 
lective bargaining and individual bargaining lies rather 
in the terms covered than in the mere difference in com- 
petitive strength. A man may stand out perhaps for an 
extra dollar per week on his own merits as a workman, 
but it would be quite hopeless for him to demand for him- 
self an eight-hour day, or the cleaning of the factory. 
Even competition between employers goes a very little 
way in this direction. Here and there, to attract espe- 
cially desirable workmen, an employer may alter some 
other term of the labor contract than wages, but the cus- 
tom does not spread through a whole trade. Competition 
is most effective, except in rare cases, in terms of wages. 
The ordinary workman will not willingly forego for him- 
self as an individual a higher wage for shorter hours or 
for better sanitary conditions. But the union when it 
bargains covers these non-monetary terms of the wage- 
contract. 

The point can be illustrated in terms of Professor 
Clark’s theory. Let us assume that the progressive es- 
tablishments are paying something higher than the mar- 
ginal wage and that conditions are favorable to a demand 
for a higher wage. Professor Clark assumes that at 
such a time the union would ask for an increase in wages, 
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but, in trade unions as actually conducted, this would not 
necessarily be the case. The union has a choice of sev- 
eral, perhaps many, different ways in which it will take its 
share of prosperity. Collective bargaining is thus forma- 
tive of the conditions under which industry is conducted. 
Individual bargaining is rarely so. The line of progress 
becomes in collective bargaining a matter of election. 
Shall the increased product take this form or shall it take 
that ? 

A very large proportion of the conflicts between em- 
ployers and unions occur over rules of the union which 
have for their end one of the two aims noted,—either 
to establish in the trade competitive conditions which 
will give a higher rate of pay, or rules which express 
the view of the union as to the conduct of the industry 
in its relations with the employers as to the length of 
working hours, sanitation, hiring and discharging. It 
seems fair, therefore, to say that a theory of collective 
bargaining which takes into account merely the direct in- 
fluence of trade unions on the determination of wages 
is true only for poorly organized unions. 


T. S. ApaMs: With the practical import, the empir- 
ical implications of Professor Clark’s paper. I find my- 
self for the most part in hearty sympathy. Moreover, 
I think they would be thoroughly acceptable to practically 
all modern economists and almost all labor leaders. The 
fundamental economic doctrine, however, from which his 
conclusions seem to be derived, and in terms of which they 
are expressed, appears to me far more questionable, and 
to that doctrine, the so-called “productivity theory”, I 
shall confine my remarks. 

During the past fortnight I have had the opportunity 
of listening to a protracted series of negotiations between 
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the representatives of a great railroad and the representa- 
tives of four great railway brotherhoods. One of the 
most striking figures among the representatives of the 
railway was an official known as the “Supervisor of Pay”. 
As I watched the subtle skill with which he resisted the 
demands of the employees, I occupied myself with an ef- 
fort to harmonize this official and his functions with the 
requirements of the productivity theory of wages. It 
was evident that as he succeeded the representatives of the 
men failed, that as his value to the company increased the 
wages of the men decreased, that as his “productivity” 
waxed the “productivity” of the men, at least to them- 
selves, waned. Any positive “productivity” which this 
official possesses involves a minus “productivity” on the 
part of other employees. His “productivity” to the com- 
pany rests upon the commercial gift of buying labor 
cheaply. His function in the railway business is a perma- 
nent and “normal” one. Why, I asked myself, cannot 
the other employees—“normally” and permanently—in- 
crease their own “productivity” by learning to sell more 
advantageously? And, I was forced to conclude, the pro- 
ductivity theory, if it is to be logical and consistent, must 
adjust itself to the idea that a man or body of men can 
increase their “productivity” not only by developing their 
skill or their command over the technical processes of 
production, but by haggling and bargaining, by learning 
how to extract from a purchaser every cent he can afford 
‘to pay. The elements which go to make up the successful 
“producer”, which make for “efficiency”, in the complex 
industrial world of today, are too varied and numerous 
to exclude from them that element of barter or bargain: 
by which so many men make their living. 

If we admit all this, then it follows immediately that 
any organization of employees capable of increasing their~ 
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wages by an amount in excess of the cost of maintaining 
the organization, increases the net “productivity” of its 
members to themselves and thus justifies its existence. 
This conclusion, I say, follows immediately. There is no 
reason for long discussions and an involved theoretical ap- 
paratus to answer Professor Clark’s central question: 
“Are trade unions a proper part of an industrial system 
based on freedom and competition?’ They are just as 
proper as foremen and pay clerks, just as “normal” as 
the division of labor, just as legitimate—and will prob- 
ably endure as long—as the wage-system itself. 

What I have been saying up to the present time rested 
upon the supposition that we are to retain and use the 
productivity theory. In my own opinion, however, it 
would be far better to abandon the theory, and particu- 
larly its nomenclature. As soon as we admit that bar- 
gaining skill constitutes a possible element in “produc- 
tivity”, that moment we admit that an unscrupulous em- 
ployer who systematically preys upon the weakness and 
ignorance of his employees has “earned” or “produced” 
these illicit gains; we are driven on logically to the con- 
clusion that a man’s “productivity” is measured by what 
he gets; and the productivity theory becomes a mere 
assertion of identity—whatever is, is—with a dangerous 
predisposition to degenerate into the dogma—whatever 
is, is right. 

Would it not be far better to abandon the whole theory, 
with its alluring imagery of productive “norms” forever 
floating before and forever eluding “actual wages”, and 
simply admit, in the customary language of this earth, 
that a man who can drive a good bargain gets more for 
his wares or his skill than a man who cannot; that labor- 
ers are proverbially poor bargainers; and that to fortify 
their weakness they have devised unions, business agents, 
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secretaries, or walking delegates, to help them bargain 
effectively? Of course, some unions employ other meth- 
ods which are questionable. But this one function gives 
to the trade union not only a legitimate, but a permanent 
and “normal” place in any industrial society based upon 
a competitive wages system. If all this is true, why 
mystify the function of the law-abiding union by explain- 
ing it in formidable terms and ambiguous formulz? 

Let me take an example from the paper under discus- 
sion. “In the period of depression following a business 
crisis”, says Professor Clark, “it is the true policy of a 
general union of laborers to adjust its claim for wages 
with especial care to the marginal product of labor. 
Otherwise it may, at a critical time, increase beyond the 
amount which the conditions of the time entail the num- 
ber of men out of work.” 

Now I ask what real meaning has such an injunction 
beyond that conveyed by the time-worn union maxim: 
“Don’t strike for an increase of wages in a falling mar- 
ket.” What guidance can the “marginal product of 
labor” offer to the labor leader who in a period of de- 
pression is anxiously seeking to discover the best policy 
for his union. He knows perfectly well that if everybody 
in the trade is to work all the time, wages must come 
down. But he knows quite as well that, wages once 
down, it will be a difficult job to get them up again; and 
he is not unlikely to conclude that the wiser course is to 
insist upon the old wage and have his followers work 
part time. In the latter case the marginal product of 
labor is kept relatively high by deliberate limitation of the 
supply of labor. In other words, the conscious action of 
the trade union is a powerful factor in determining what 
the “marginal product of labor” shall be. Why, then, 
speak of it as an objective point, a fixed star by refer- 
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ence to which the pilot of the trade union in a stormy sea 
can always compute a true reckoning? As a matter of 
fact, it has.no such fixety. It is a mere sign, an index, a 
moving finger obediently following our old friends, “de- 
mand” and “supply”. The productivity theorists insist 
upon our studying its insignificant waverings, when what 
we should be studying are the significant factors in 
obedience to which it moves. To refer the labor leader in 
times of depression to the “marginal product of labor” 
is something like mockery. 

I am perfectly well aware that economic theory is not 
devised for the sole purpose of solving the practical prob- 
lems of labor leaders. I am only calling attention to the 
fact that the productivity theory is playing a prominent 
part in emasculating economic theory of the present, in 
making it superficial and unreal. I may illustrate by 
another reference to the paper under discussion. The 
backbone of the paper consists of an analysis of a hypo- 
thetical strike in which, to use Professor Clark’s words, 
“the motives that sway the parties proceed from a cool 
calculation of interests and not from that kind of class 
consciousness which means belligerent feeling and a fight 
for its own sake”. This selection of premises illustrates 
perfectly the danger of the kind of theorizing which I 
deprecate. It is substantially true to say that there never 
was an important strike in which “the motives that sway 
the parties proceed from a cool calculation of interests”’. 
Trade unionism is built upon an instinct or feeling of 
solidarity, that can never settle down into cool calcula- 
tion. I am aware that to theorize profitably we must 
first clear the way by abstracting certain elements of the 

“problem. But we must not abstract the major elements. 
It is perfectly legitimate in studying the laws of gravita- 
tion to assume that there is no air, and on this hypothesis 
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compute the rate at which bodies would fall in a vacuum. 
But such an assumption is not permissible when we are 
studying ballooning. We must have approximations, at 
least, with which to start. 


C. W. Doren: The paper by Professor Clark opens up 
the whole question of the distribution of wealth. One 
might go even farther and say that in order to discuss 
this paper adequately it would be necessary to compass 
the whole field of economics. But it is manifest that in 
a ten-minute paper many things must be taken for 
granted or allowed to go by default. I shall therefore 
confine my attention to two or three points which to my 
mind are the most significant. 

Owing to the splendid work of Professor Clark and 
others who have followed his lead, the marginal produc- 
tivity theory is now as well known and as generally ac- 
cepted as the “wage fund” theory was a generation ago. 
We are especially fortunate, therefore, in having one of 
the, shall I say, discoverers or inventors of this theory 
expound to us in such an able and convincing manner 
the practical bearings of this theory upon one of the most 
vital and perhaps most critical of present day problems. 

At first glance Professor Clark’s conclusions seem to 
be a message of hope and good cheer to the organizations 
of labor. Are they really so? He certainly recognizes 
and emphasizes their utility in securing for their mem- 
bers a larger share of the product of industry than they 
would otherwise obtain. This certainly seems to give 
greater encouragement to labor organizations than the 
conclusions of the economists of the old schools, who de- 
clared that such organizations were not only impotent but 
useless. But when carefully analyzed it appears that the 
only function of the union in this connection is the secur- 
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ing to its members at an earlier date what natural law 
would ultimately give to them, and what the older econo- 
mists assumed that they would necessarily get without 
combination. 

Professor Clark’s whole argument is, it seems to me, 
a tacit, if not an explicit, acknowledgment that labor has 
been and is now being exploited. His only word of en- 
couragement, then, is that combinations of laborers, if 
strong and well organized, may diminish the amount of 
this exploitation and “procure as close a conformity of 
wages to their rising standard as the interest of laborers 
requires”. What does this really mean? If I under- 
stand the matter aright, it means that what has all along 
been assumed to be a natural law of wages is merely an 
ultimate and unattainable limit. It means that laborers 
must not only earn their wages, but fight for them. 

And in order to be successful in this fight for the “im- 
putable product” of their labor, workingmen must form 
unions that are practically monopolistic. At this point 
I must take exception to Professor Clark’s definition of a 
monopolistic trade union. A monopoly here, as in the 
capitalistic field, has two aspects, namely: (1) its treat- 
ment of competitors, and (2) its relations to purchasers 
of its products. It seems to me that the second is the sig- 
nificant thing. It is the real test of- monopoly power. 
The first aspect is merely the method by which monopoly 
power is obtained. 

I cannot see that it matters whether competitors (here 
non-union laborers) are driven from the field by violent 
methods or subjected to benevolent assimilation, so far as 
the fact of the existence of a monopoly is concerned. Pro- 
fessor Clark says (p. 33): “The organization of labor 
needs to become general in order to do its full work. In 
its many branches it must manage to include the bulk of 
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all labor available to do work requiring skill. There 
must not be outside of the unions any source from which 
a large force of trained workers can at once be drawn.” 
I must respectfully insist that these requirements, when 
met, spell monopoly, whether arrived at by a policy of 
inclusion or exclusion. If we regard combinations in the 
industrial field which control fifty-five to sixty per cent 
of the product in any one line as monopolies, shall we not 
be obliged to acknowledge that a labor union that includes 
a large majority of all the workers in a certain trade has 
monopoly power in its dealings with employers? 

I am inclined to think, therefore, that Professor Clark 
has applied too narrow a definition to the term monopoly, 
and that he has not proved his point that without possess- 
ing monopoly power in any degree a labor union can en- 
force its demands for higher wages. 

One further point in the paper under discussion chal- 
lenges attention. This, as it seems to me, is the crux of 
the whole matter. Must the laborers of the world always 
continue to bear the burden of progress? Such would 
seem to be the conclusion of Professor Clark, for he 
says, “a complete closing of the interval between pay and 
standard would imply a halt in progress,” and again, that 
“it is for the interest of a general union of laborers to 
conserve with the utmost care the condition of progress 
itself.” Must we agree with this conclusion that labor 
is the one factor of production which must be constantly 
exploited by the other factors in order that progress may 
result? This, if true, is a most serious indictment of our 
industrial system; but I cannot believe that a theory of 
distribution which leads us to such a conclusion is funda- 
mentally right. I am ready to grant that the profits of 
entrepreneurs are frequently augmented by the retention 
of a part of the product rightfully belonging to labor. So 
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they are also by the exploitation of the ignorant and un- 
wary investors of capital, as everybody knows. I am 
willing to grant that these facts are concomitants of 
progress; I am, however, loath to believe that progress 
is absolutely dependent upon the methods of frenzied 
finance or the schemes of predatory captains of industry. 

On the other hand, I believe that it is possible for labor- 
ers, through strong organizations, to exploit the other fac- 
tors of production. Those factors are not so delicate as 
to be destroyed by the first breath of adversity, neither 
are they so mobile or fugitive that they can escape at 
once when pressure is applied. I recognize, of course, 
the fact that if the earnings of capital are forced down 
too far it will destroy the incentive to save. Doubtless 
profits may also be reduced to such a low level that em- 
ployers become discouraged, but I am not convinced that 
these limits are reached when labor has obtained the 
whole of its “imputable product”. 

I am sure we are all aware that too many automobiles 
may be quite as potent a factor in checking progress as 
too large wages. 





ACCOUNTING. 
Rounp TABLE Discussion: W. M. Coie, Chairman. 


W. M. Cote: It is worth while at the beginning of our 
evening together to note why the subject of accounting 
has been given a place on the program. 

Ten years ago, if I am not mistaken, accounting was 
a part of the curriculum of no college in the country, 
except as one or two colleges extended their operations 
beyond the academic field and provided special training 
professedly more or less technical for the benefit of the 
communities in which they happened to be situated. To 
put this more boldly, no college in the country then of- 
fered any course in accounting as a part of its academic 
work, rating the study of accounting as a part of a man’s 
general liberal education. Probably not one college stu- 
dent in the country was then studying accounting unless 
he expected to be directly concerned in the handling of 
books of account. Today a dozen colleges offer one or 
more courses in accounts and list these courses as of 
academic as distinguished from technical grade, and most 
of these colleges have added these courses within the last 
three years. A third of them have added accounting in 
the last year. 

So far as the colleges are concerned, then, accounting 
is a new subject. As it chances, too, it is practically a 
new subject in the world of actual business. We have 
had the word “accounting” in common usage for many 
generations, but the thing that the word is now coming 
to stand for has been developed in the last twenty years, 
as a part of the general economic development of the last 
haif century. Only within ten years has accounting come 


to take its place in any large number of establishments. 
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It has been commonly used only within the last three 
years. Even today it is practically unknown to the aver- 
age business man. 

It chances happily that in this subject is the economist’s 
opportunity to show the man of practical affairs that 
economics is not mere theory. Accounts are the best 
common ground between the theorist and the practitioner. 
The business man has been remarking for years that the 
economist’s theories are very much in the air. The econ- 
omist has sometimes reciprocated the disrespect by imply- 
ing that the average business man’s notions are very much 
on the ground. In the field of accounting the business 
man is forced to rise to a scientific point of view, and the 
economist is brought down to the world of fact; so that 
the two men meet in a common atmosphere. When the 
economist by reading a business man’s accounts can show 
the business man facts about his business which have 
never before been known, a closeness of touch is estab- 
lished between them. The thing is doubly impressive 
when the business man’s son goes home, and, without 
technical training in the father’s business, finds from the 
accounts, through his study of accounting at college, im- 
portant facts that the father had missed. 

A number of accountants and business men were re- 
cently talking over the field of accountancy and regret- 
ting that there was no adequate name to express the 
function of the professional accountant. One of them hit 
upon a phrase which is particularly happy in that it brings 
out exactly this common ground between the business 
man and the theorist, ground on which the accountant 
ought to dwell. He remarked that the accountant who 
does his work as it should be done might well be called a 
“consulting economist”, because his work is similar in 
function to that of the “consulting engineer” and that of 
the “consulting chemist”. 
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The demand for courses in accounting indicates that 
the public wishes teaching of this sort to be done. Those 
who are engaged in such education are especially favored. 
Here is a new subject of mental activity developing with 
practical men, needing the help of scientific men, intensely 
interesting to the public, and without traditions or legal 
handicaps. It is practically a new-born babe. We shall 
be very foolish if we do not study it while it is young— 
make ourselves a sort of child-study class, name it, class- 
ify it, forecast its future, and help to educate it. That is 
what we are here for tonight. 

Three problems arise: first, shall the colleges teach 
it,—that is, what is the relation of accounting to general 
economics? second, what should be comprehended by the 
term accounting, or can we find a better term to express 
the thing? third, since in the growth of the demand for 
accountants technical professional training is becoming 
necessary, what is to be the future of that profession and 
what must be provided as training? 

These things are not to be settled ina day. It is foolish 
to try to make up policies on a priori grounds. Our aim 
tonight is rather to focus attention on the problems than 
to solve them off-hand. The speakers whose names ap- 
pear on the program have kindly consented to present 
these problems and to offer tentative solutions. Their 
purpose is rather to stimulate discussion than to argue 
for their own opinions. 
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ACCOUNTING IN ITS RELATION TO 
ECONOMICS. 


MAURICE H. ROBINSON. 


“Accounting,” according to Lisle,’ “is the science which 
treats of the methods of recording transactions? entered 
into in connection with the production and exchange of 
wealth, and which shows their effect upon its production, 
distribution, and exchange.” This definition by one of 
the foremost Scottish accountants, while obviously in- 
complete, possesses the merit of calling attention to the 
fundamental economic principles upon which accounting 
is based. Whatever the definition adopted, there is uni- 
versal agreement that economics is the general science 
of wealth. This idea is always present, although the 
phraseology differs. Sometimes economics is called “the 
science of industrial relations”,® or “the science of busi- 
ness activities”, or “the social science of business’’.* 

The two subjects are thus intimately related in that 
they each deal with the same subject matter, namely,— 
wealth, its production and distribution, together with the 
economic relations necessarily involved. Economics, 
however, differs from accounting in that it treats of the 
nature of wealth and analyzes the conditions under which 
it is produced and distributed among the members of so- 
ciety. It describes the process of wealth production, the 
conditions which facilitate the division of labor and ex- 
~ Lisle, Accounting in Theory and Practice, p. 1. 

*The word “transactions” includes transfers of materials from 
one department of a manufacturing establishment to another, as well 
as those where an actual sale is effected. 

* Seligman, p. 4. 
* Seager, p. I. 
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change of products, and the advantages of each; it asks 
the question—How is the wealth produced by society as 
a whole shared by the factors of production and the indi- 
viduals who compose each factor? The answers of the 
economist to all of these questions are indefinite from the 
quantitative standpoint. He finds by historical investi- 
gation that wealth may be produced without the aid of 
capital; that, however, such a method is slow and ineffi- 
cient compared with those where capital joins with labor 
and natural resources. The economist as such cannot 
tell how much more efficient. For this information he 
must turn to his co-worker in economic investigation— 
the accountant. The economist analyzes the process 
through which wealth, created by the codperation of pro- 
ducing agents, is finally traced to the possession of indi- 
viduals who make up the producing society. Here again 
he cannot tell how much goes or ought to go to any one 
class of claimants, or to any individual of a class. The 
accountant must be called in, and within certain limits he 
is able to measure the contribution of each factor of pro- 
duction and each individual composing each factor. He 
also is able to determine the share which each class of 
producers and each individual producer gets after the 
process of distribution is completed. By comparing these 
results he is able to answer the questions which are at the 
heart of the social unrest of all ages, namely,—Does the 
producer in a complex industrial society receive as a con- 
sumer the equivalent of that which he creates as a pro- 
ducer? As qualitative chemistry must of necessity pre- 
cede and predetermine the conditions under which the 
quantitative chemist works, so the economist must first 
analyze economic society, differentiate processes, classify 
wants, determine the nature of wealth, trace out the intri- 
cate economic relationships in both production and dis- 
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tribution, and, from his analysis of an economic society 
and his observation of its workings, formulate economic 
laws. 

Side by side with the economist, the accountant, work- 
ing on the foundations laid by the economist in his anal- 
ysis, attempts to determine the economic relationship of 
the members of an economic society with definite quan- 
titative results. The economist finds that land assists in 
production in the form of rent. The accountant deter- 
mines how much the land produces and therefore how 
much it ought to receive.*> The accountant also finds how 
much land actually does receive, and, putting these results 
side by side, the economic philosopher may then compare 
them and ask the question—Why are they not equivalent? 
—and answer it if he can. Applying the same methods, 
he determines the creative powers of labor and capital, 
and again finds the amount of their share in the actual 
distribution of wealth. In a similar way the economist 
may then discuss the relationship of the contribution of 
labor and capital respectively, in their joint production, 
to their shares in actual distribution. The economist may 
discover the reasons why one factor in production does 
not receive in any particular case an equivalent of the 
share it produces, and, having found the conditions that 
have brought about this maladjustment, he may advise 

*In actual practice, entrepreneurs bid against each other for the 
use of the more desirable locations and for the more fertile plots of 
land. Each with the aid of the cost accountant is able to determine 
with very great exactness the cost of conducting his business at any 
one of several locations. He is also able to estimate approximately 
the volume of business which he will be able to carry on and the 
prices he will be able to maintain. He therefore knows what he can 
pay, and the competition among many entrepreneurs in different 
lines of business forces the rent actually paid up to a point approxi- 
mately equal to its producing power in the line of business where 
the land is most efficient. The accountant finds the limit beyond 
which the entrepreneur cannot go and be solvent. 
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statesmen and administrators in regard to the kind, na- 
ture, and amount of governmental regulation® that is nec- 
essary to properly adjust such conditions and permit a 
more equitable distribution of wealth. It will be noticed 
that in the practical application of economic principles 
the economist is absolutely helpless without the aid of the 
accountant, and it is to be observed that the economists 
who have contributed the most to the abiding principles of 
political economy as accepted today, have in general been 
those who have tested their economic principles by the 
exact data which the accountant alone can furnish. 
Accounting not only applies economic principles to 
economic conditions and determines from the quantitative 
standpoint existing economic relationships both in the 
production and distribution of wealth, but in turn fur- 
nishes the facts upon which economic laws are actually 
formulated. For example, the economist affirms that 
profits tend to be eliminated in the static state; this prin- 
ciple might possibly have been evolved in the mind of a 
theorist entirely unacquainted with business transactions 
and their accounts. It is, however, true that this state- 
ment is based upon actual accounting in a large number 
of business enterprises as observed by many economists 
* Neither the Interstate Commerce Commission, the state commis- 
sions, nor the courts have any scientific basis for the regulation of 
railway rates in accordance with economic principles except so far 
as they adopt and apply proper methods of uniform accounting. 
The same is also true of public service companies in general, insur- 
ance companies, and banks. The work of the Bureau of Municipal 
Research has been fruitful in bettering city administration because 
it has applied scientific accounting methods in connection with the 
principles of municipal administration. For an application of the 
principles of accounting to a concrete problem in the regulation of 
railway rates, see an article by the author of this paper, entitled “The 


Legal, Economic and Accounting Principles Involved in the Judicial 
Determination of Railway Passenger Rates,” in the Yale Review for 


February, 1908. 
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through an inspection of the data furnished by the ac- 
countant. The same statement may also be made in 
regard to some of the more recent contributions to the 
theory of capital, income, and monopoly profits. 

In what has been said the attempt has been made to 
draw in rough outline the place that accounting will take 
in the future development of economic theory. Today, 
for various reasons, accounting falls far short of its pos- 
sibilities in this respect. In the first place the economists 
have generally had neither the opportunity nor the incli- 
nation to master the principles and practice of account- 
ing. They have, as a class, therefore, contented them- 
selves with making general statements, many of which 
have been recast from time to time as the actual facts of 
business relations have been disclosed through the more 
scientific application of accounting methods ; and the pro- 
cess is not yet ended. Secondly, accountants are not usu- 
ally economists, and therefore their work, lacking the 
scientific character which the economist demands for his 
purposes, often has little of value to offer when cast in 
its present form. An income account, as usually drawn 
up, in which the various items are thrown together with- 
out reference to their economic character, is well nigh 
valueless for the purpose of determining the contribution 
of the economic factors to the income produced. The 
same is true of the other principal accounts which the 
accountant prepares for the information of the business 
house for which he is employed; and, finally, the ac- 
counts, being drawn up for the purpose of protecting the 
proprietor’s interests, are naturally enough arranged to 
show only his capital, his expenses of production, and his 
net earnings. The economist whose chief interest in the 
cost of production is from the standpoint of society, often 
finds little in the books of a business enterprise to help him 
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in his work. An industrial society is, however, made up 
of individual business units, and the economist who is 
unable to grasp the inter-relations of these business units 
and to make the adjustments in the accounts of such busi- 
ness units as is necessary in order to make up the balance 
sheet and income account of society as a whole,’ neglects 
to take advantage of one of the most valuable methods 
for establishing economic principles and economic laws 
and eliminating the errors which the economists who 
rely wholly on abstract reasoning are liable to commit. 

If the principles maintained in this paper are valid, it 
naturally follows that: 

1. Courses in accounting should be established in 
each of the institutions of higher education by the exist- 
ing departments of economics, thus maintaining the in- 
tegrity of the two branches of the general science of 
wealth; and students who are looking forward to careers 
as economists, as well as those who expect to enter busi- 
ness life, should elect such courses, as a part of their 
economic training. Candidates for the doctor’s degree in 
economics especially ought to be examined in the ele- 
ments of accounting, for the reason that such an addition 
to the usual course compels accuracy in economic think- 
ing, and again since it makes the theory of production 
and distribution clearer than is possible by the ordinary 
methods of exposition. 

z. All accountants, and especially those who are 
granted the degree of Certified Public Accountant by 
states or by universities, ought to be trained in the princi- 
ples of economics. Accounting being the application of 
economic principles to definite business transactions, it is 
obvious that if this work is to be raised to a level with the 


*See Fisher, Nature of Capital and Income, chapters on “Capital: 
Summation” and “Income Summation”. 
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learned professions those who enter this field must be 
masters of the principles which they are daily applying 
in specific cases. 

3. The principa’ statements made by accountants, 
namely, the balance sheet and the income account, should 
be drawn up in accordance with economic principles,— 
that is, so that economic units of the same kind should be 
collected into the same group. For example, the balance 
sheet and income account would then be drawn up in the 
following form: 

INCOME ACCOUNT 


Inventory, Jan. 1, 1908 $1,000 00 = Sales $15,000 00 
Purchases for year 10,000 00 _~—_ Less Freight Outward 
Total 11,000 00 and Discounts 500 00 


Less Inventory, 

Jan. I, 1909 1,200 00 
Cost of goods sold 9,800 00 
Freight and Express 

nward 500 00 
Total Cost of Goods at 
Plant 10,300 00 


Earnings of Establish- 
ment $ 4,200 00 
$ 14,500 00 $14,500 00 





Rent 163 % $$ 70000 Earnings down $4,200 00 
Int. on Cap. 19 800 00 
Wages 59 2,500 00 
Net profits 44 200 00 


$4,200 00 $4,200 oc 


BALANCE SHEET 
ASSETS LIABILITIES 
1. Investment in Land $10,000 00 _—it. Obligations to 
2. % of Capital Creditors 
Buildings $12,000 00 Mortgage $15,000 00 
Tools & Mach 2,000 00 Accts & Bills 
Merchandise 1,200 00 
Accts & Bills 
Receivable 1,500 00 2. Proprietor’s Interests 
Cash 5,000 00 21,700 00 Cap. Stock 15,000 00 
3. Franchise 5,000 00 Undivided 
a aes Profits 4,70000 19,700 00 


$36,700 00 $36, 700 00 
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This would enable business men to know what percent- 
age of the cost of production was due to rent, interest, 
and wages respectively, and when therefore it would be 
more economical to increase the interest account by add- 
ing improved machinery rather than the wage account 
by adding more laborers. With the usual arrangement 
of the income account, this important fact is of course 
impossible to ascertain. At the same time, such an ar- 
rangement of the income account would enable econo- 
mists to make use of the facts of business activities for 
the establishment of new economic principles or the cor- 
rection of theories formulated without the aid of the 
facts which such statements would bring to light. In this 
way a gain to both economic theory and sound business 
principles would follow. 

The evolutionary forces, especially active and persis- 
tent in business, are steadily bringing these highly desir- 
able ends to a welcome fruition. The process is, how- 
ever, a slow one, and I wish therefore to close this paper 
with the suggestion that this Round Table, the first 
formal gathering of economists and accountants in the 
United States for the purpose of engaging in a scientific 
discussion of the relationship of the two subjects and 
their future development, might render a signal service 
to both professions, and to sound business progress at the 
same time, by inaugurating a movement looking toward 
the fuller application of economic principles in the formal 
presentation of the accounts of business establishments.*® 


*The following problem from Lisle’s Accounting, page 246, has 
been selected in order to further illustrate the principles above 
stated. The first solution by the writer of this paper shows, 
first, the earnings of the establishment as a whole, and, second, the 
distribution of the earnings to land, to capital, to labor, and to the 
entrepreneur interests. Owing to the lack of data that would have 
been available had the books been kept in accordance with the 
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Problem: The directors of a manufacturing company, 
before the closing and auditing of the books for the half- 
year ending December 31, declare out of the net earn- 
ings of the company a dividend for the half-year of 4 per 
cent on the preferred stock of $40,000, and of 3 per cent 
on the ordinary stock of $40,000. There has been brought 
forward from the last half-year an undivided balance of 
profit of $1600, and after the audit of the books the trial 
balance is found to be as follows: 


TRIAL BALANCE As AT 31ST DECEMBER 


Preferred Stock $40,000 00 
Ordinary Stock 40,000 00 
Sales 87,670 00 
Bills Payable 10,400 00 
Accounts Payable 4,000 00 
Profit and Loss Account 1,600 00 
Property and Buildings $13,000 00 
Plant and Machinery 16,000 00 
Patents and Goodwill 32,000 00 
Stock on hand, Ist July 11,600 00 
Purchases 33,000 00 
Wages 35,200 00 
Coal 2,400 00 
Salaries, general 4,400 oo 

‘* management 2,000 00 
Tnsurance 350 00 
Repairs 400 00 
Discount and Allowances 2,500 00 
Freight 600 00 
Discount and Interest 300 00 
Cash in Bank 3,200 00 
Investments 6,200 00 
Miscellaneous Expenses 1,720 00 
Book Debts 18,800 00 


$183,670 00 $183,670 00 














methods proposed, it has been assumed that the term “property and 
buildings” includes land and any investment upon it which may 
properly be included under that title; that “plant and machinery” 
are capital in the limited sense in which that term is used; that 
“miscellaneous expenses” are in reality wages and therefore properly 
included under that head. In the problem and its solution the 
dollar mark has been substituted for the English pound. Since the 
company owned the land and furnished part of the capital invested 
upon it, an arbitrary rate of return has been assumed upon these 
investments. 
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The stock on hand December 31 is $10,600. Pre- 
pare profit and loss account and balance sheet from the 
above, giving effect in the accounts to depreciation at the 
rate of six per cent per annum on plant and machinery, 
and an allowance of five per cent on book debts to provide 
for bad accounts; also create a liability in the balance 
sheet for the dividends declared as above stated. 


The second solution by Lisle, while not drawn up in accordance 
with the best practice, is a fair example of the usual method of 
grouping the various items in the ordinary income account and 
balance sheet. 

It will be noticed that the solution by the writer gives all of the 
information furnished by the usual method and in addition shows, 
first, what the establishment earns, and, second, the share of the 
earnings which go to the several factors of production. This would 
enable the statistician in the course of a few years to prepare 
exceedingly valuable tables for the guidance of the business manager 
in directing the affairs of the company. 
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SECOND SOLUTION 
PROFIT AND Loss ACcouNT FoR HALF-YEAR 


To Cost of Goods :— 
Stock on hand, July: $11,600 00 
Purchases 33,000 00 
$44,600 00 
Deduct stock on 
hand, December 31 10,600 00 
$34,000 00 


35,200 00 
2,400 00 
4,400 00 
2,000 00 
350 00 
To Repairs 400 00 
To Discount and al- 
lowances 
To Freight 
To Discount and 
interest 
Te Miscellaneous ex- 


2,500 00 
600 00 


300 00 


penses 1,720 00 
To Allowance for bad 

940 00 

480 00 

$85,290 00 

2,380 00 

$87,670 00 


To Profit for year 


To Dividend for half- 
year on preference 
shares $ 80000 

To do. on ordinary 
shares 

To Balance 


600 00 
2,580 00 


$3,980 00 


By Sales $87,670 00 


$87,670 00 
1,600 00 


By Balance 
By Profit for half- 


year as above 2,380 00 


$3.980 00 


BALANCE SHEET 


LIABILITIES 


Accounts payable 
Bills payable 
Due to shareholders : 
Preference 
stock 
Ordinary 
stock 
Dividend for 
half-year on 
preferred 
stock 
Dividend for 
half-year on 
ordinary stock 600 00 
Undivided 


profit 


$ 4,000 00 
10,400 00 


$40,000 00 


40,000 00 


800 00 


2,580 00 83,980 00 
$98,380 00 


ASSETS 
Book debts 
Less allowance 
for bad debts 


$18,800 00 


940 00 
$17,860 00 
10,600 00 
6,200 00 


Stock on hand 
Investments 
Plant and 
machinery $16,000 00 
Less3% 48000 15 52000 


Property and 
buildings 


Patents and good 
will 
Cash in bank 


13,000 00 


32,000 00 
3,200 00 


$98,380 00 








A DEFINITION OF ACCOUNTING. 
J. C. DUNCAN. 


The object of this paper is to present a definition of 
accounting and not a definition of an accountant. In the 
first place the speaker wishes to call attention to the fact 
that he does not desire to limit the field of the accountant 
or the field of the science of accounting. The Journal of 
Accountancy of July, 1906, published an interesting article 
entitled “The Field of Accountancy”, by Professor David 
Kinley. Professor Kinley sent fifty letters to as many 
practicing public accountants asking them to define public 
accountant. He received about forty different replies. 
In all of the definitions given it is evident that the account- 
ant is expected to do more than one thing. In fact, he is 
looked upon as a person who has at his command a knowl- 
edge of a number of different branches of knowledge, 
namely, accounting, auditing, and commercial law. For 
lack of a better term, it seems that the practitioner has 
selected one branch of his profession to let it indicate the 
type of service he offers to the community. There would 
be just as much sense in calling a Certified Public Ac- 
countant a Certified Public Auditor as there is in calling 
him an accountant. A surgeon must know anatomy, 
physiology, hygiene, pathology, and a number of other 
branches as well as surgery before he may practice as a 
surgeon, but the title Medical Doctor means that he has 
obtained a sufficient mastery of those various branches to 
be intrusted with the lives of the people in the community. 

The profession of General Business Adviser for lack 


of a better term has selected one branch of the many 
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services which it offers to the community and uses that 
branch to designate the entire profession. We cannot 
therefore make a definition of accounting from the types 
of services the accountant offers; neither would it be 
advisable for us to rename the profession, since it has 
such a distinct meaning in the business world at the 
present time. 

The all-embracing services that the accountant under- 
takes have brought in their train an extremely vague idea 
as to what accounting in itself should include, and the 
examining boards of the various states give as indefinite 
an idea of the profession as one could hope to find. If 
we try to make a definition of accounting from the C. P. 
A. questions set by the various examining boards, we are 
confronted with a very serious difficulty. 

An editorial in the Journal of Accountancy for July, 
1906, makes the following statement: “It has long been 
a reproach to the accountancy profession in the United 
States that the examinations proposed for admission into 
the profession were exceedingly elementary and in no 
way comparable with the examinations for admission into 
the other learned professions. With few exceptions can- 
didates for the C. P. A. degree pass the examinations in 
commercial law, auditing, and theory of accounts, gen- 
erally with high marks. Very few, however, pass the 
examination in practical accounting. The reason for this 
condition is not far to seek. It is because the first three 
subjects are generally too elementary to be set as a condi- 
tion of examination into a profession and because the 
examination in practical accounting demands of the can- 
didate the working out of puzzles rather than the solution 
of problems. The problems themselves ordinarily present 
not the slightest difficulty provided the meaning of the 
examiners can be clearly determined. Their expression 





A Definition of Accounting 77 


is generally a matter of taste. A variety of methods are 
available, of which the examinee selects one, which may 
or may not suit the examiner.” 

This criticism, the speaker feels, is an eminently fair 
one for many state board examinations. In looking over 
the examinations set by the various states for a number 
of years past, it seems that many of the examining boards 
have defined accounting in their own minds as the science 
of lucky bookkeeping, and the holder of a C. P. A. degree 
is the lucky bookkeeper who has passed the state board 
examination. This may keep out of the profession a 
great number of people, but it is not a selective process 
and it does the profession no good to make such require- 
ments. 

In the first place, bookkeeping should be clearly set 
apart from accounting. Bookkeeping is the art of re- 
cording business transactions according to a logical plan 
that can readily be interpreted. It begins with the state- 
ment of the transaction, and ends when the transaction 
has been properly journalized and posted to the ledger 
and tested by a trial balance. Accounting should not 
concern itself with this division of work, although one 
must be thoroughly familiar with bookkeeping before he 
can hope to do accounting. Accounting begins where 
bookkeeping ends, and is not an art but a science. 

A bookkeeper for a business, however, is not thereby 
strictly limited to making entries for the business and 
testing them by the trial balance. Unless he desires to 
become a mere mechanical clerk he should know sufficient 
accounting to make a loss and gain statement and a bal- 
ance sheet. But bookkeeping, the art, does stop at the 
trial balance, because when we get beyond that point we 
are analyzing and interpreting the recorded business evi- 
dence; we are making deductions on a scientific basis. 





78 American Economic Association 


As the practicing accountant is expected to do more than 
accounting, so the bookkeeper should be able to do more 
than just keep books; but that does not affect the scope 
of the art of bookkeeping nor that of the science of 
accounting. 

George Lisle in his work defines accounting as “The 
science which treats of the methods of recording transac- 
tions entered into in connection with the production and 
exchange of wealth, and which shows their effect on its 
production, distribution, and exchange.” A little farther 
on he makes the statement, “Accounting is a branch of 
mathematics.” This attitude on the subject of account- 
ing is open to two objections : 

1. Accounting is not a branch of mathematics although 
we use mathematics to assist us in solving accounting 
problems. Physics and chemistry use mathematics to as- 
sist in establishing their conclusions to an even greater 
degree than does accounting, yet we should never con- 
sider them branches of the science of mathematics. One 
of the great things which accountants emphasize in good 
accounting is the complete equation of records. To the 
speaker’s mind the equality should be completed not 
because it indicates that the accounting is correct from 
a mathematical point of view, but because it shows both 
the origin of each transaction and how it has influenced 
the affairs of the concern, thus giving material for cor- 
rect analysis by giving us a means of tracing out flaws in 
entries. One may have very bad, misleading accounting 
with a balanced set of books, and it would be a poor speci- 
men of an accountant who would accept correct mathe- 
matics as a proof of correct accounting. The two follow- 
ing trial balances will illustrate the point that accounting 
as a science is not a branch of mathematics. 
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TRIAL BALANCES, 


J. Jones 36,000 3,000 

C. Smith 24,000 2,000 

Cash 3,000 3,000 

Real Estate 20,000 20,000 

Machinery 15,000 15,000 

Merchandise 85,000 85,000 

Furniture & Fixtures 3,000 3,000 

Expense 2,000 2,000 

Salaries 5,000 

Wages 5,000 5,000 

Bills Receivable 4,000 4,000 

Accts Rec. 30,000 30,000 

Bills Payable 3,000 3,000 
Accts Payable 55,000 55,000 





Total 172,000 172,000 172,000 172,000 





Merchandise Inventory $48,000. 

Depreciation—Real Estate $1,000, Machinery $1,500, Furniture and 
Fixtures $200. 

Interest on capital invested and withdrawn 6%. 


We take as an illustration a hypothetical case where two 
men, Jones and Smith, are partners doing a certain busi- 
ness, and another man, Brown, offers to buy one-half in- 
terest in the firm on the following terms: 

(1) He will invest as much capital as the combined net 
worth of Jones and Smith in the business at the end of 
the year. 

(2) He will give in addition, for good will, to Jones 
and Smith twice the profits of the past year. 

(3) In determining loss and gain the following depre- 
ciation charges shall be made,—Real Estate $1000, Ma- 
chinery $1500, Furniture and Fixtures $200. 

(4) In determining loss and gain the business must 
pay six per cent interest on all capital invested and the 
partners must pay to the business six per cent interest 
on all capital withdrawn. 

If the partners, Jones and Smith, know of Brown’s in- 
tentions at the beginning of the year, several methods 
might be used in keeping the books, two of which are 
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tested by the trial balances above and are found to be 
mathematically correct. In the first case Jones and Smith 
have paid themselves $3000 and $2000 salaries respec- 
tively for running the affairs of the concern, and have 
counted those salaries as part of the cost of production. 
Under the circumstances the loss and gain account shows 
that the business has lost money. 


No. 1 
LOSS AND GAIN. 


Cost of Goods 85,000 Sales 
Salaries 5,000 Inventory 
Wages 5,000 Loss 
Expense 2,000 
Depreciation 

Real Estate 

Mach, 

Fur. & Fix. 2,700 
Interest 

Jones’ Cap. 

Smith’s Cap. 3,600 

103, 300 


BALANCE SHEET. 
Assets Liabilities 


Cash Bills Payable 3, 
Bills Receivable Accts Payable 55, 
Accts. Receivable Interest 3, 
Merchandise _ Capital 
Real Estate | al 36,000 
Machinery i Smith 24,000 60,000 
Furniture & Fixtures 


Loss 
121,600 


In the second case each partner adopted the fiction that 
he gave his services to the concern and withdrew from his 
capital $3000 and $2000 respectively, thus diminishing 
his capital by the amount withdrawn but in no way affect- 
ing the loss and gain account, save to add interest to the 
extent of $300 to the gain side. The records show, how- 
ever, a considerable profit. 
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No, 2 
LOSS AND GAIN 


Cost of Goods 85,000 Sales 
Wages 5,000 Inventory 
Expense 2,000 Interest 
Depreciation Jones Withd. 
Real Estate Smith’s Withd. 120 
Mach. 
Fur, & Fix. 2,700 
Interest 
Jones’ Cap. 
Smith’s Cap. 3,600 
Gain 4,000 
102, 300 


BALANCE SHEET 
Assets Liabilities 


Cash 3,000 Bills Payable 3,000 
Bills Receivable 4,00 Accts. Payable 55,000 
Accts. Receivable 30,000 Interest 3,600 
Merchandise 48,000 Capital 

Real Estate 19,000 Jones 33,000 
Machinery 13,500 Smith 22,000 55,000 
Furniture & Fixtures 2,800 Gain 4,000 
Interest 300 


120,600 120,600 


If Brown accepted the equation of the accounts in the 
second case and the conclusions reached from them by the 
correct mathematics, he would be paying a steep price for 
his own ignorance and the other men’s rascality. 

2. The other objection to Lisle’s definition that may 
be pointed out is that while it states in a general way what 
accounting should include, it is open to the defect of a nar- 
row interpretation in that it regards accounting as a 
species of advanced bookkeeping. For quite a while the 
writers on accounting have taken the narrow interpreta- 
tion and have regarded accounting as the science which 
relates to the proper classification of the receipts and 
expenditures of a business in such a way that the owners 
may determine the losses and gains and assets and liabil- 
ities of the enterprises under consideration. The works 
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of Lisle, Dicksee, and almost every other writer on the 
subject have confined themselves more than they should 
to this restricted phase of the question, and, as a result, 
we find that there is a tendency on the part of most people 
to regard accounting in a more narrow light than it 
should be regarded. 

Professor Cole in his recent contribution calls attention 
to a phase of accounting which, it seems to the speaker, 
should be emphasized very much more strongly than it 
has been in the past. A chapter is devoted to the subject 
entitled “The Place of Statistics in Accounting.” In the 
chapter he points out the value to the manufacturer of 
gathering and arranging information which does not 
show directly in the loss and gain account and balance 
sheet, but which at the same time is exceedingly valuable 
to the management of the concern in revealing the effic- 
ient and non-efficient parts of its organization. 

If we consult authorities on statistics, we find that sta- 
tistics is defined as the science of counting. It is the sci- 
ence which deals with the collection and interpretation of 
numerical evidence in order to arrive at definite conclus- 
ions concerning economic and social phenomena. Mur- 
ray in his great dictionary defines accounting as “The ac- 
tion or process of reckoning.” It is derived from a 
French word which has in turn been derived from a Latin 
root, comput, meaning a reckoning or counting. From 
the bare definitions note the similarity of the subject mat- 
ter of the two sciences, statistics and accounting. Both 
are sciences of reckoning. 

It may seem a little startling to call accounting a statis- 
tical science, but as a matter of fact, do we not, either 
consciously or unconsciously, apply statistical methods in 
pursuing accounting work? A loss and gain account and 
a balance sheet are really tables in which are classified 
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financial data of an enterprise for the purpose of deter- 
mining certain conclusions about the business. We call 
the gathering of cost data and other information relating 
to the efficiency of the plant the collecting of plant sta- 
tistics. If that is gathering and keeping plant statistics, 
is not every entry on the other books, whether a purchase 
or a sale, bills payable or cash payment, or whatever it 
may be, the keeping of financial or commercial statistics 
of the business? 

Every business has two sides which may be considered 
the financial and managerial sides respectively. The fi- 
nancial side of a business includes all the transactions 
which arise between: 

1. The firm and stockholders, or between partners; 

. The firm and debtors; 

. The firm and creditors ; 

. The income and expenditures of the firm; 
. Its losses and gains; 

. Its assets and liabilities. 

The managerial side of the business includes all trans- 
actions which arise between: 

1. The various departments which produce or sell 
goods, including the cost of goods both as a whole and by 
departments. 

2. The firm and its employees. 

On the financial side the owners of the concern are in- 
terested in the sums of money the enterprise is making or 
losing. On the managerial side they are interested in 
how it is being made or lost, what is the efficiency of the 
concern, and how they can further economy in produc- 
tion. 

Accounting is the science which shows how to make 
the records which will tell the financial status of the busi- 
ness, and which shows also the efficiency of departments. 
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and of its employees. It is the science which enables you 
to determine how losses like depreciation and other things 
should be distributed. It is the science which enables you 
to determine the costs of manufacturing goods both as a 
whole and in each step in the process. It is the science 
which enables you to compare different methods in carry- 
ing on the business so that the officials can determine their 
policy in management. It does not, however, consider 
the problems of industrial management and organization. 
It shows quickly and accurately how different policies in 
organization and management affect the earning power 
and productive capacity of the enterprise. In its broad 
aspect it is a statistical science which tells how to make 
records and which gets into and shows up the workings 
of all parts of the concern both financial and managerial. 
It is the barometer of the business. 

A definition which would include all these points and at 
the same time prescribe its limitations might be expressed 
as follows: Accounting is that science which treats of the 
methods of recording transactions in business, and inter- 
prets the statements recorded in books and documents so 
that the layman may have a clear conception of the exact 
financial and managerial standing of the firm or enter- 
prise both in parts and as a whole. 





THE PRESENT POSITION AND PROBABLE DE- 
VELOPMENT OF ACCOUNTANCY 
AS A PROFESSION. 


J. E. STERRETT. 


Every important interest or movement presents itself 
to the serious thinker in the twofold aspect of past and 
future—history and prophecy. Only through a knowl- 
edge of the first is the second possible; only through an 
interest in the second does the first assume its rightful 
importance. 

I propose to direct your attention briefly to the subject 
of accountancy in the light of these two aspects, that we 
may find what it now stands for and also, if possible, 
gain an insight into what it may become if proper efforts 
are directed toward the evolution of higher professional 
ideals. 

In the first or historical aspect, it may be said that while 
accountancy as a distinct profession in the United States 
is of so recent a development that it may be said to have 
scarcely any history, yet on the other side of the Atlantic, 
particularly in Scotland, it has been recognized for more 
than a century as a distinct and honorable calling; and 
for over half of that time Scottish societies have de- 
manded a training upon the part of candidates for 
admission equal to the education required in law and in 
medicine. 

In England, while of a somewhat later growth, account- 
ancy has made rapid strides. In the two great societies 


now existing there are at least five thousand accountants 
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who may be said to be in active practice. In addition to 
this many have gone out to the British colonies, while 
still others, trained in England or Scotland, have come to 
our shores and, in not a few cases, have become leaders 
in the profession in the United States. 

Prior to twenty years ago the public accountant was in 
no true sense a factor in American business life. Indeed, 
it would not be far wide of the mark to apply this state- 
ment to a period within ten years, during which the work 
of public accountants has at least quadrupled, if indeed 
it has not increased ten-fold. Without boasting, this 
fact must be recognized in considering present conditions, 
for obviously the pressure that has been put upon individ- 
ual accountants during these recent years has not favored 
the development of a high type of professional life. While 
this acknowledgment does not justify certain present con- 
ditions, it does at least explain why they exist, if it does 
not to some extent excuse them. 

In its legislative development accountancy has followed 
the general trend of that of the medical profession some 
years ago. Thus far, the legislation that has been ef- 
fected merely provides for recognition and also sets up 
prescribed standards, which, when attained by the appli- 
cant, permit his using the title of Certified Public Ac- 
countant, or its distinctive initials, C. P. A. This usage 
guarantees to the public that certain requirements have 
been complied with. Earnest efforts are being made to 
raise these standards to a higher level with an approxi- 
mate uniformity among the states. Anyone who so desires 
and who can find clients to patronize him is at liberty to 
practice as a public accountant anywhere in the United 
States. It is, however, altogether probable that within a 
short time restrictive legislation will be secured under 
which it will be necessary for all those who wish to prac- 





Accounting as a Profession 87 


tice to conform to reasonable standards of education and 
training. 

In Great Britain, because of the standing of account- 
ancy as a profession, young men of good family and with 
a college or university education are attracted to it in 
large numbers. Before being permitted to practice as 
a chartered accountant, however, these men must pass 
through an articled clerkship of from three to five years, 
during which time they draw no salary. Moreover, they 
usually pay a premium of from a thousand to twenty-five 
hundred dollars before being articled. After passing 
their preliminary examinations they must succeed in an 
intermediate and in a final examination. These tests 
cover not only accounting in the ordinary sense of the 
term, but also require a good knowledge of mathematics, 
economics, and at least one modern language. 

In America the articled clerk system does not exist. 
A young man coming into the profession here can either 
enter the office of an accountant as a clerk on a salary, or 
he can secure part at least of his theoretical training in 
one of the university schools. These schools are of such 
recent origin that it is yet too early to determine just how 
useful a purpose they are going to serve in the develop- 
ment of accountancy, but the attitude of accountants gen- 
erally toward them is that of hopeful anticipation. That 
they have not yet provided a form of training that has 
been wholly satisfactory to accountants is doubtless due 
at least in part to the difficulty of securing instructors 
who understand something more than the most elemen- 
tary features of accountancy. It would hardly be ex- 
pected that a medical school could attain high reputation 
with a faculty composed of men who, however great their 
knowledge in allied fields, were possessed of no hard 
earned experience in the diagnosis and treatment of dis- 
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ease. It is to be hoped, therefore, that the university 
schools may not be manned entirely by instructors who 
have only a theoretical knowledge of accounting practice. 
This point is vital, and any school failing in it is likely to 
prove disappointing to the institution with which it is 
connected and to the profession which it aims to serve. 

In spite of the lack of orderly means of training, the 
public accountant has attained in this country a position 
of considerable importance. The intelligent business 
man of today knows what a public accountant is, and has 
a fairly clear notion of what he does. 

Corporations of the better class here are of their own 
volition rapidly adopting a practice long established in 
England (which has become obligatory under the Com- 
panies act of 1900), and are retaining public account- 
ants to make periodical audits. Such corporations us- 
ually publish a certificate signed by these auditors, testi- 
fying to the integrity of the accounts issued to the invest- 
ing public. Within very recent years this practice has 
made such headway that the present rate of increase will 
shortly place in an apologetic position those corporations 
that do not adopt the practice. 

Thus, in the audit of accounts of corporations and 
others, in the investigation of properties for prospective 
purchasers, in the organization and installation of ac- 
counting systems and in the revision of business methods, 
the accountant of today finds himself in a position where 
he not only has the favorable opinion of the business 
community, but finds in his work a constantly enlarging 
sphere of usefulness. 

Turning next to the more speculative, and perhaps 
more interesting, division of my subject—the prophetic 
aspect—let us attempt to investigate the probable devel- 
opment of this youngster that has landed in a somewhat 
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rough-and-tumble fashion in our midst. It would seem 
as though three courses are open, along any one of which 
it might be possible for accountancy to develop. 

First, after the manner of the age, it might merge with 
other existing professions, or with parts thereof, to form 
a composite profession including, perhaps, certain classes 
of work now conducted by engineers, and possibly also 
absorbing certain kinds of work now carried on by the 
legal profession, and also taking up the burden of that 
somewhat shadowy individual, the business adviser. 

It is reasonable to presume that the successful engineer 
of the future will have a more comprehensive knowledge 
of accounts and accounting practice than had his brother 
of the past; and the lawyer, too, is finding that his prac- 
tice often takes him into the field of accounts, of which 
he can no longer afford to be ignorant. It is hardly 
likely, however, that either of these professions will ser- 
iously attempt the difficult task of riding two horses at 
once. It is much more likely that both will assume to- 
ward accountancy the attitude now adopted by the best 
accountants toward engineering, and particularly toward 
the law. An accountant in active practice needs to have 
a fairly comprehensive knowledge of those branches of 
legal knowledge commonly known as commercial law. 
This knowledge, however, does not in any way interfere 
with his relations with the legal profession, and his knowl- 
edge of the law only enables him to codperate more fully 
with his legal brother in a common effort to attain the 
ends of equity and justice. Friendly codperation rather 
than combination would seem to be the logical develop- 
ment of engineering, law, and accountancy. Each of 
these professions has within it ample ground that is in- 
dividual and distinctive, although in company with all 
other classifications of human knowledge and activity 
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there are of necessity certain points of contact where one 
merges in the other. 

The so-called business adviser, as a distinct entity, is 
scarcely yet a concrete proposition, and it is hardly con- 
ceivable that he will attract much serious attention in the 
near future. Advice will be sought by the business man 
according to his needs from all the professions, and with 
the present development the ground seems to be so cov- 
ered that there is little room for another specific profes- 
sion unless it is to supplant some one of those already in 
action. Neither the need nor the probability for this 
exists today, and discussion of it is little worth while. 

Granting, then, that accountancy is to retain an inde- 
pendent existence, some would urge that its largest use- 
fulness will be attained by specialization. That is to say, 
certain members of the profession will devote all their 
attention, for instance, to banking, and will thus become 
deeply versed in not only the accounts of banking insti- 
tutions but also familiar with all the mysteries of fiscal 
operations. Others, again, will find their field in the 
foundry or in the machine shop, where they will familiar- 
ize themselves with industrial processes and the means of 
creating and maintaining the most effective forms of or- 
ganization, as well as the most simple and yet most com- 
prehensive methods of accounting for these classes of 
business activity. 

Still others may specialize in the organization, adminis- 
tration, and accounting of our great department stores. 
So on through the list some would have us see the ac- 
countant of the future turning away from general practice 
to the less extensive but more intensive work of the spe- 
cialist. In some ways this is an attractive vision. The hu- 
man mind does reverence to the man who has chosen to 
limit the breadth of his field to pursue it to unlimited 
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heights and depths,—whatever that study happens to be. 

These forms of specialization, however, exact their 
own penalty. It is the rare man indeed who can at once 
maintain intensity and breadth of vision, and it is at least 
an open question whether professions in which specializa- 
tion has been carried farthest, as in medicine, have found 
it an unmixed blessing. Is it not a matter of common 
knowledge that the health, even the life, of many a patient 
has been imperilled by the severe specialist who, enam- 
oured with his own little branch of medical science, has 
failed of that larger vision that would have detected con- 
tributing causes of first importance? 

Two factors seem to militate against a high degree of 
specialization in accountancy. One is the fact that “busi- 
ness” is a large and complicated concept, and, although at 
first blush it would seem as though this were an argument 
in favor of specialization, it is nevertheless true that the 
business man has to entertain this concept, and anyone 
who is to be of any but minor assistance to him must be 
able to approach a problem with a more comprehensive 
knowledge than a specialist can hope to bring to bear 
upon it. Much of the work that has occasionally brought 
discredit upon accountancy in the past has been the result 
of a lack of intelligent appreciation of the larger under- 
lying principles involved. It is a relatively easy thing to 
devise ways and means of dealing with small sections of a 
problem, but, unless these be coordinated with other sec- 
tions to which they bear a more or less intimate relation, 
the practical operation of the whole will be retarded 
rather than forwarded. Knowledge gained through an 
audit is frequently of the highest value to the account- 
ant in devising a system of accounts or records; and 
experience in one branch of business is often extremely 
useful if not absolutely necessary for an accountant to 
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deal satisfactorily with the affairs of other types of busi- 
ness. 

Another important factor working against a highly de- 
veloped type of specialization is the extensive organization 
required in an accountant’s office. There are, of course, 
many men who are practicing alone, but even these, if 
their practice is of any moment, find it necessary to main- 
tain staff organizations that are out of proportion to those 
required in most, if not all, other professions. The ten- 
dency of the times is, moreover, strongly towards the lar- 
ger organizations found in firms made up of a number of 
partners and carrying large permanent staffs of trained 
assistants. Further than this such firms find it neces- 
sary to maintain offices in perhaps a number of different 
cities. All this makes specializing difficult even though 
such specialization were considered desirable. 

If, then, accountancy is not to lose its existence, and is 
not to split up into a number of camps, what, it may be 
asked, has the future in store? In answer to this, and 
while denying most positively that the accountant is to 
become a narrow specialist, it may be frankly conceded 
that there are two phases of accounting work, each pre- 
senting some distinctive features. One is analytic as typ- 
ified by the audit and the examination; the other is syn- 
thetic or constructive, instances of which are found in the 
construction and installation of cost and other systems of 
accounts. 

It is quite probable that some division along this broad 
line will take place. Some accountants, or accounting 
firms, will find their largest field of usefulness in con- 
structive work, while others will build their reputation 
mainly upon audits and investigations. Many others, 
however, will undoubtedly combine these functions and 
will continue a general practice even though a certain 
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amount of specialization may be maintained in the firm or 
in the staff. The standardization of accounting classifica- 
tions and methods will have a tendency to reduce the vol- 
ume of constructive work, although it is probable that 
the growth in business and the generation of new ideas 
will more than counterbalance this contraction. So it is 
likely that for many years to come there will be a profit- 
able, although ever difficult and vexatious, field for the 
accountant in devising and installing accounting systems 
and reorganizing business methods. 

A very large development is almost certain to come in 
the near future in the matter of annual or at least of per- 
iodical audits of the accounts of corporations and others. 
It should be remarked in passing that the public generally 
in this country does not appreciate the real meaning of the 
term audit as used by accountants. The average man is 
likely to conceive of an audit as a checking over of 
vouchers and the comparison of entries in the books with 
various sorts of original data and in this manner ascer- 
taining the mathematical accuracy of the records. It is 
true that this is one form of an audit and commonly 
known among accountants as a detailed cash audit. It has 
and will continue to have a certain degree of usefulness, 
and will be employed more or less extensively in dealing 
with the accounts of smaller business organizations. In 
auditing the accounts of a large industrial corporation or 
of a trunk line railway, it is obvious that this method of 
procedure would entail a volume of work that would be 
prohibitive and would produce results in inverse ratio to 
the time spent upon the work. 

Time does not permit of an adequate discussion of the 
principles involved in the audit of the accounts of a large 
corporation, but, briefly speaking, attention must be di- 
rected mostly to the preparation of the balance sheet. If 











94 American Economic Association 


from year to year the balance sheets presented by a cor- 
poration are correct, it follows as a matter of course that 
the true profit and loss for each period is revealed, so that 
therefore the whole case rests upon the integrity of the 
balance sheet. Have the assets been properly valued? 
Has sufficient allowance been made for maintenance and 
depreciation? and for possible losses through bad debts 
or otherwise? Are the current assets properly classified 
so that an intelligent opinion can be formed as to their 
probable realization? Are all of the liabilities included, 
or is there perhaps a large volume of liabilities of under- 
lying companies that are not revealed upon the general 
balance sheet? These and many others are questions 
that present themselves, and are often of a most difficult 
and highly essential nature. 

It must be borne in mind that a balance sheet of any 
large corporation is not a statement of facts that can be 
demonstrated with mathematical accuracy so much as it 
is an expression of an honest and intelligent opinion. In 
this expression of opinion the public accountant is now 
being recognized as an authority, and what is being widely 
done through the voluntary action of corporations that 
desire to deal fairly with their investors will doubtless be- 
come a legal requirement, and before many years the inde- 
pendent audit of all corporations offering their securities 
to the public will be firmly established. 

With this, or possibly preceding it, will also come a 
civil liability on the part of the accountant for the faith- 
ful and diligent performance of his duties. As yet 
there are no decisions in this country upon the question 
of the liability of an auditor, but under the English law 
his liability, both civil and criminal, is pretty well estab- 
lished. A case in point was one in which two fairly 
prominent chartered accountants had been auditors of a 
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bank for a number of years, and had failed to disclose 
frauds that had been practiced by the officers of the insti- 
tution ; and upon the failure of the bank the auditors with 
the directors were, after trial, imprisoned at hard labor. 
In another leading case it is generally understood that a 
firm of accountants effected a settlement by paying 
£60,000 rather than take their chances with a jury. Civil 
liability on the part of the accountant is, I believe, certain 
to come in this country, and while each member of the 
profession may well pray that the offense shall not come 
by him, it is nevertheless true that the effect of a clearly 
defined civil liability will be salutary. It will give confi- 
dence to the business public in the accountant’s certificate 
as nothing else will do, and while the best accountants to- 
day recognize their moral responsibility quite as much as 
it will ever be necessary for them to recognize any legal 
responsibility, the knowledge that a civil and possibly a 
criminal liability attaches to them will deter the careless 
or the indifferent. 

Accountancy, then, is not to be a thing of shreds and 
patches, but will, if those in whose hands its fortunes 
are entrusted fulfill their part, expand along the lines 
upon which it is now operating, growing in dignity and 
power until it will stand shoulder to shoulder, in the esti- 
mation of the public, with those older professions whose 
courses have been a laborious evolution of years and cen- 
turies. Accountancy will offer within itself a field for 
the exercise of widely differing talents, and while the 
individual members will vary in their scope and methods 
of practice, they will still be in the true sense of the 
term and will ever take pride in being called account- 
ants. 

In an hour when complaints are heard on every side 
that the law is crowded, that the young man entering 
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that noble profession has years of labor and of waiting 
before he can hope to gain renown, and when the same 
cry goes up from other professions, may we not well 
suggest to the young man aspiring for professional hon- 
ors that accountancy affords an adequate field for trained 
minds and willing hands, and offers inducements, finan- 
cial and otherwise, that are largely in excess of those at- 
tainable in any but exceptional instances in the older pro- 
fessions? 





ROUND TABLE ON ACCOUNTING—DISCUS- 
SION. 


B. M. Rastaty: I have been asked to remark upon the 
place for accounting in the university curriculum. 

In considering the claims of a new subject it is always 
enlightening to consider it in relation to kindred fields 
and so by comparison to fix its place in the general field of 
study. Accounting is closely related to the mathemati- 
cal sciences, resembling and paralleling in a great many 
ways the science of geometry. Like geometry it rests 
upon a few fundamental principles (axioms) from which 
the whole structure in all its ramifications is deduced by 
logical processes. It has the same type of close reason- 
ing from cause to effect with the possibility of definite, 
logical result. It exceeds geometry in the extent to which 
the mastery of its processes and extensive practice in the 
application of its principles opens the way to new concrete 
developments, short cuts, and the general fitting of ends 
to means. Like geometry its methods and results are 
open to the widest criticism and will be given permanent 
form only at the end of long controversy. 

I may say in brief that I have no sympathy with the 
opinion that accounting is a subject of doubtful univer- 
sity grade. It has the sound claim to a position in the 
field of science that we have just noted. To be sure ele- 
mentary accounting can be compared disastrously with ad- 
vanced mathematical courses or the higher courses in any 
other science. But if it be compared with beginning 
courses in language, or commercial geography, or elemen- 
tary economics and history, as admitted to university 
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standing, it will not suffer thereby. And the problems in- 
volved in higher forms of expert accounting, such as 
those of the Interstate Commerce Commission reports, 
auditing and public accountancy, place the field upon a 
par with the most advanced courses of mathematics or 
other science. 

The paper just read would indicate that the speaker 
considers statistics a part of accounting, and the two sub- 
jects are at least of very close association. The problems 
involved in statistical work are certainly not of a higher 
order ; the work does not represent so broad or far-reach- 
ing a field; its personnel is not of a higher rank. Yet the 
study of statistics has occupied an undisputed place in the 
university curriculum for years. Why, then, the question 
of accountancy ? 

The importance of accounting in the economic field 
and to the world at large is becoming more clearly recog- 
nized every year. The university should not lose the op- 
portunity to develop and broaden such a field into a com- 
plete science for human usefulness. 


A. M. Saxotsxki: In the matter of the relation be- 
tween economics and accounting, may I not point out 
one illustration of the lack of harmony between the two 
sciences? It has long been a fixed principle of account- 
ing, both in theory and practice, that no appreciation 
in the value of assets can be taken into account unless 
such appreciation is realized as the result of a transaction, 
whereas depreciation, especially in the valuation of float- 
ing assets, is held to be a definite loss and is a charge 
against the profit and loss of the business. Does not this 
principle whereby assets are valued “at cost or market 
value, whichever is the lowest”, have its origin from the 
fact that accounting is not only a mathematical science, 
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but is also a practical science, and, unlike economics, must 
adjust itself to business practice? It records values in 
relation to individual concerns, and these records, to be 
valid, must show tangible results on the basis of which 
the proprietors or directors can take definite action, such 
as the payment of dividends, etc. 

Economics, on the other hand, deals with values as 
“social phenomena”, and to express such value in terms 
of actual money cost to individual concerns is almost 
meaningless. Moreover, the conception of profits as in- 
crements of value resulting from business transactions is 
also foreign to the teachings of economics, inasmuch as 
here value is “exchange value” and is the expression of 
an equation of sacrifice or of utilities. 

It seems to me that an attempt to harmonize completely 
the principles of accounting and economics as now com- 
monly taught must result in considerable change in the 
latter, since accounting, being the outgrowth of business 
demands and conforming strictly to modern business 
practice, cannot arbitrarily be made to undergo changes 
in methods and principles without seriously interfering 
with its usefulness. If, for example, you attempt to 
“write up” for appreciation in the same manner as depre- 
ciation is “written off”, there is grave danger of con- 
founding a surplus available for dividends with a ficti- 
tious surplus due merely to the revaluation of assets. The 
latter is nothing more than a “paper” profit determined 
by the judgment of proprietors, accountants, or some 
other persons, and is based upon circumstances extrane- 
ous to the business without in any way changing the 
identity, form, character, or efficiency of the assets. To 
counterbalance such profits by reserves serves no practical 
purpose from an accounting standpoint other than to 
mislead the investing public by an unduly large showing 
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of total assets. The value represented by appreciation, 
however, from the standpoint of society, is of as much 
importance as any other form of wealth including intan- 
gible values, such as efficiency of organization, good 
will, etc. 


Lreon BruMMER: It appears to me that the future de- 
velopment of the profession of accountancy is depend- 
ent upon the progress of accountancy education, ac- 
countancy legislation, and accountancy popularization, 
but principally upon the educational feature. That econ- 
omic associations have recently given attention to the dis- 
cussion of this subject, and that the universities are now 
earnestly considering same, means very much to the pro- 
fession. It means that this profession will be carefully 
studied, and that all which is of real value will be un- 
folded. If the recent growth of accountancy has been 
due to the necessities of the business world, how much 
greater will be the growth if we call to the aid of this 
young profession the experience which has been acquired 
in the upbuilding of medicine, law, and other profes- 
sions. The absence of a proper school of accountancy 
in this country has long been a great weakness; we have 
no acknowledged authorities on many points of principle 
and on many points of practice. Notwithstanding that 
even after the establishment of proper schools there will 
be differences of opinion in both principle and practice, 
these differences will then have more opportunity of being 
intelligently debated and adjusted. There can be no 
learned profession if there is no institute of learning ; and 
if accountancy is worthy of being associated with the 
other professions, it must be developed along lines sci- 
entific as well as of every day use. I quite agree with 
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securing instructors who are actually in practice, and am 
also of the opinion that without such instructors the 
schools will prove unsatisfactory; but it must be re- 
membered that most of the men now in practice are not 
capable of developing the profession from the university 
standpoint, and in that regard I reiterate that it is most 
fortunate that the subject is being recognized by the uni- 
versities and is having the benefit of their guidance. 

Legislation is necessary for the advancement of the 
profession, only so that the community may be protected 
from the unskilled person posing as a professional ac- 
countant. It is fair to assume that such legislation will 
be forthcoming as soon as the professional accountant by 
reason of his education, training, and proved integrity, 
has demonstrated his superiority and his necessity. There- 
after, further laws will be enacted requiring his protect- 
ing skill and judgment in matters of public interest, such 
laws clearly defining the field which shall be exclusively 
his. 

The popularization of accountancy is entirely in the 
hands of the accountant. If, as a class, he will raise his 
work to the very highest standing, and will actually dem- 
onstrate to the public his integrity and his fitness for the 
scientific work which he undertakes, popularity will soon 
follow ; and with this popularity will come all needed leg- 
islation and an expansion of his field of usefulness. But 
his employment must be so conditioned that he may solve 
with untrammelled freedom the problems which are pre- 
sented to him; nor should there be possibility of his 
opinion being made subservient to the views of an em- 
ployer, by reason of a possible cessation of his retainer 
on account of justifiable adverse criticism. 

We therefore require, first, a profession developed 
along educational lines; second, legislation encouraging 
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students by reason of the usefulness to which the ac- 
countant may attain; and, finally, the accomplished re- 
sults of the accountant which will convince the com- 
munity that the professional accountant has a well defined 
sphere in the world of today. 


O. M. W. Spracue: I suggest that a distinction 
might perhaps be made between an advance in land values 
accompanied by a consequent increase in earnings; for 
example, a corporation constructing and owning build- 
ings, and an advance in land values which might have no 
direct relation to earnings ; for example, the land occupied 
by railway terminals. 


Srmon Litman: The papers of my colleagues, Profes- 
sors Robinson and Duncan, are full of valuable sugges- 
tions and of interesting information as to the relation 
between accounting and economics, the nature and func- 
tions of accounting, and the place accounting occupies 
amongst other sciences. I should concur with all that 
they have said, were it not for certain statements which 
disagree with my conception of the science of statistics. 

Professor Duncan states definitely that accounting is a 
statistical science. I admit that accounting deals with in- 
tricate numerical problems and that it approaches these 
problems with the modern spirit of scientific inquiry; I 
admit also that accounting is based upon the knowledge of 
the methods of classification, and that one of the main 
characteristics of both the statistician and the accountant 
is a power to analyze data and to present the results 
clearly. 

Both statistics and accounting deal with figures; never- 
theless, accounting is not a statistical science, because it 
does not study group and mass phenomena and does not 
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attempt to detect and to state tendencies and regularities 
in our social life. This study of group and mass pheno- 
mena is the object of statistics. Professor Duncan de- 
fines accounting as “a science which treats of the meth- 
ods of recording transactions in business and which inter- 
prets the statements recorded in books and documents so 
that the layman may have a clear conception of the exact 
financial and managerial standing of the firm ... ”; 
in this definition he defeats his own contention that ac- 
counting is a statistical science. When we cease dealing 
with a single enterprise, be it a small store, a large cor- 
poration, or a municipality, and when we begin to group 
similar business undertakings in order to study the rela- 
tions between capitalists, landowners, entrepreneurs, and 
laborers, we are doing statistical and not accounting work. 
The statistician of today may find for many of the prob- 
lems confronting him help and inspiration in the labors of 
the accountant, just as the accountant may be guided in 
many of his pursuits by the work of the statistician; but 
there is, to my mind, a definite demarcation line between 
the two sciences. 

I agree with Professor Duncan that accounting is not 
a mathematical science, but, it seems to me, he has not 
made his contention sufficiently clear. He leaves the lis- 
tener under an impression that an answer numerically 
correct necessarily implies correct mathematics, which is 
wrong. In mathematics, just as in accounting, we may 
arrive at a correct numerical result by incorrect methods. 
The reason why accounting is not a mathematical science 
is the following: in the problems investigated by the 
accountant we may reach a correct result by a number 
of mathematically correct methods, which, however, from 
the point of view of a business proposition would be 
dubious or fraudulent. The criterion of accounting is 
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not mathematics, but a combination of correct mathemat- 
ics, business ethics, and other factors. 

Professor Rastall in the course of his remarks on ac- 
counting made a statement which, I think, should not go 
on record unchallenged. He says that we ought not to 
combat the introduction of elementary accounting into 
our colleges and universities, because we have on our pro- 
grams a number of subjects in no way superior to elemen- 
tary accounting ; to illustrate his views, he cites elementary 
French or elementary German. 

Without entering into the discussion of the desirability 
or non-desirability of introducing elementary accounting, 
I most seriously object to its introduction on the ground 
that we have other elementary courses. Let us ask our- 
selves the question whether an increase in the number of 
such courses is wise or not. The fact that we are teaching 
our students that the German for table is Tisch, or that 
the French for chair is chaise, is not a valid justification 


for burdening the curricula of our institutions of ad- 
vanced learning with similar elementary studies. I think 
that, so far as is practical, we should strive in our univer- 
sities rather towards the elimination of elementary courses 
than towards their further increase. 





SOME FUNDAMENTAL DISTINCTIONS IN LA- 
BOR LEGISLATION. 


H. W. FARNAM. 


In the scholarly presidential address, which he delivered 
a year ago at the first annual meeting of this association, 
Professor Ely dealt with the relations of labor legislation 
to economic theory. He showed that most of the early 
economists were on principle opposed to legislation which 
seemed to them to be a futile interference with economic 
laws, but that their successors gradually changed their 
views, until at the present day there are very few who 
would condemn labor legislation as such. If, however, 
we no longer hold that all labor legislation is unscientific 
and futile, neither do we believe that all that goes under 
that title is scientific and effective. Still less do we be- 
lieve that everything that is demanded in the name of la- 
bor is going to accomplish what is expected of it, even 
when we approve of its general aim. And while the doc- 
trine of /aissez faire no longer ranks as an infallible prin- 
ciple of state-craft, it may still serve the useful purpose 
of the slave who stood behind the triumphant Roman 
general to remind him that he was stilla man. We, too, 
aneed occasionally to be reminded that, though legislation 
has accomplished much, it has also frequently failed ; that 
it is very apt, even when successful, to produce unexpected 
results; and that we cannot be too careful to study with 
all of the statistical and administrative material at our 
disposal the complex operation of past laws before advo- 


cating new ones. We prefer to let evils work their own 
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cure, if they can, and we must always balance the “ills we 
have” against those “we know not of.” We have thus 
reached the point at which the emphasis should be laid, 
not on negation, nor on agitation, but rather on discrimi- 
nation. 

The general term labor legislation embraces at the 
present day a heterogeneous mass of enactments which 
impinge upon the individual in very different ways, and 
which really fall into three quite distinct classes, if we 
group them with reference to their immediate bearing on 
economic processes. 

In the first class, which is also the oldest, we have what 
is commonly termed labor protective legislation. Famil- 
iar types are laws limiting the age of employment of 
children, limiting the hours of employment, prohibiting 
certain kinds of employment to women or children, re- 
quiring the use of safety appliances in connection with 
machinery, limiting migration, etc. They determine the 
conditions under which labor must be performed, but do 
not directly affect the terms of exchange. They operate 
like dykes, which confine a river to a certain bed but do 
not change the flow or general course of the water. 

In the second class we have legislation which aims not 
so much at excluding certain unfavorable conditions of 
labor as at the direct bestowal of pecuniary benefits. This 
legislation may not inappropriately be called distributive 
or positive legislation. Compulsory insurance laws which 
require the employer or the state to contribute a part of 
the funds would come under this head, as well as em- 
ployers’ liability laws, old age pension laws, laws provid- 
ing for the fixing of wages by wage boards or compul- 
sory arbitration, etc. These laws require certain positive 
contributions on the part of the public, the employer, or 
the wage receiver, or of several of them combined. They 
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directly affect the terms of exchange by supplementing 
or modifying the wage contract. 

In the third class we have legislation which is designed 
to encourage or promote certain institutions, but which 
neither contains a prohibition nor an injunction, and may 
therefore be called permissive. Most of these laws in 
their application to labor involve the use of certain forms 
of self help. In this group we should include, therefore, 
laws permitting and regulating labor organizations, ben- 
efit societies, codperative associations, voluntary arbitra- 
tion boards, joint boards for collective bargaining, etc. 

The attitude of the law-giver towards the citizen in 
these three classes may be tersely expressed as follows: 
laws of the first class are mainly prohibitive and say 
“thou shalt not ;” laws of the second class are mainly man- 
datory and say “thou shalt ;” laws of the third class are 
mainly permissive and say “thou mayest.” 

It would carry us too far to attempt any statistical study 
of the way in which the laws of these three classes have 
operated in practice, but their influence upon economic 
forces may be explained by an analogy drawn from an- 
other and less debatable department of economics. While 
on many topics economists are still at variance, the exper- 
ience of the world in dealing with money has been so 
long, and it has been the subject of such careful study, 
that, in spite of differences of opinion regarding certain 
points of monetary policy, there is a pretty general agree- 
ment regarding the laws of monetary circulation. One 
of the most important aims of all monetary legislation is 
to establish a definite standard of value. For centuries 
the world’s standards were steadily deteriorating. For 
many years after Sir Thomas Gresham had formulated 
his famous law, according to which bad money drives 
out good money, no means had been discovered of coun- 
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teracting what seemed to be an inevitable law of monetary 
degeneracy. Just as soon as one metal depreciated in 
value, just as soon as the government issued coins of light 
weight, or dishonest people sweated or clipped the coins, 
the inferior coins tended to remain in circulation, while 
the better ones were melted down or hoarded. The com- 
petition of those who had money to sell,—that is, who 
wished to buy goods, — took the form of offering the 
poorest money that the other party to the bargain could 
be induced to accept. Gresham’s law was, however, not 
an inevitable law of nature. Like all economic laws it 
expressed a tendency; therefore, it expressed what will 
happen under conditions favorable to that tendency. It 
did not say that the tendency could not be neutralized by 
changing the conditions. And as soon as the government 
decreed that coins below a certain weight and fineness 
should not be received as legal tender, and provided for 
the retirement of light coins, the profit on using cheap 
money disappeared. The question was no longer, how 
bad a coin can be palmed off for a certain kind of mer- 
chandise, but how much merchandise shall be given for a 
standard coin. 

Now there is a close analogy between the condition of 
things in the world of money down to the end of the 
eighteenth century, and in the world of labor during a 
good part of the nineteenth. In the wholesale and imper-| 
sonal demand for labor which grew up with the factory 
system there was a natural tendency to employ those who 
would work for the longest hours and at the lowest 
wages. The result of employing this cheap labor was} 
in the end to also make labor less efficient, and therefore 
worth less to the employer. It was practically impos- 
sible for the individual to fight against this tendency. 
An employer who deliberately paid higher wages in the 
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expectation of getting more efficient labor was in the po- 
sition of a person who should endeavor to raise the stand- 
ard of the coinage by always paying out the best instead | 
of the poorest coins that passed through his hands. He 
would have his trouble for his pains, and others would 
reap the benefit of his liberality. When the laws were 
passed against child labor, limiting the hours of employ- 
ment, limiting the age of employment, etc., and enforcing 
them by inspection, a new standard was created. The 
buying and selling of labor did not cease. The demand 
and supply acted as before. But the conditions under 
which they acted were changed. A child of ten years was 
no longer legal tender in the labor market. A day of 
thirteen hours was no longer a legal standard of time 
wages. The government did for labor what it had done 
for money, by providing that certain kinds of service 
should be as illegal as certain kinds of money were. 
The intervention of the state established a standard, 
changed the conditions of competition, and made it im- 
possible for the employer to employ labor below a certain 
grade. 

Labor laws of the second class, which I have designated 
as “distributive”, also have their analogy in monetary 
legislation. Just as the monetary standard has sometimes 
been changed in order to benefit a certain class, espe- 
cially to bring about a redistribution of wealth between 
debtor and creditor, so most of these laws endeavor to 
bring about a redistribution of wealth either between 
employer and employed, or between present and future 
income. If the government, for instance, issues paper 
money which is worth only ninety per cent of its face val- 
ue, the debtor gains a hundred dollars on every transac- 
tion of a thousand dollars. Just so a law providing for 
compulsory insurance at the expense of the employer vir- 
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tually says: whenever you owe $1 in wages you are 
obliged to pay not merely the $1 stipulated, but $1 plus 
a certain percentage needed to pay for the cost of insur- 
ance. Now while changes in the value of money which 
are brought about by unforeseen variations in the value 
of the metal may produce beneficial effects, history has 
taught us the danger of changes which are made deliber- 
ately with the intention of helping one class at the ex- 
pense of another, and the history of labor legislation like- 
wise shows that such a danger is inherent in all legislation 
of this kind. The danger is not great enough in all cases 
to condemn it. But there is always a risk of demoralizing 
the class supposed to be benefited in any law which pro- 
duces a gratuitous distribution of property, unless care- 
fully guarded against abuse. This danger is seen in the 
inheritance of millions by an irresponsible heir, in the 
marrying of millions by a conscienceless fortune hunter, 
in the subsidizing of industry by a protective tariff, no less 
than in lavish poor relief and in the transfer of wealth by 
law to the working middle class. All such laws are ex- 
posed to a danger not found in laws of the first class, 
which involve primarily a restriction rather than a privi- 
lege. 

Labor laws of the third class also find their analogy in 
monetary legislation. Laws providing for the chartering 
of banks are here the counterpart of laws providing for 
the organization of trade unions, codperative societies, 
and voluntary arbitration boards. A national banking 
law does not necessarily create national banks. National 
banks exist only if there are enterprising capitalists who 
desire to organize themselves under the law. For the 
same reason a law permitting the existence of trade unions 
does not necessarily lead to their formation. No unions 
will be formed, unless there are people who can command 
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the intelligent leadership and interest needed to organize 
them. The form, too, which they take will depend upon 
the national character, the economic and social habits, the 
prejudices, and even theories of those concerned. Hence 
we see that labor unions have taken one form in England, 
but quite different forms in Germany, and still different 
forms in France. 

In distinguishing these three types I do not mean to 
assert that they are always kept perfectly distinct in prac- 
tice. Labor legislation sometimes progresses in the ac- 
complishment of a certain end from one type to the other. 
The small success of voluntary schemes for working- 
men’s insurance led the German government to introduce 
compulsory insurance, thus passing from laws of the third 
type to those of the second. As regards savings, this 
matter is still regulated by laws of the third type in gene- 
ral, but some economists are now advocating compulsory 
saving as a kind of insurance against unemployment. 
Likewise the limited success of voluntary arbitration 
boards has led in Australasia to compulsory arbitration. 
In still other cases two methods may be combined in a 
single law. Thus in the Ghent system of insurance 
against unemployment, there is a coércive or distributive 
feature in that the town pays out of the proceeds of taxa- 
tion a certain sum towards the allowance of those who are 
out of work, but it pays this in most cases as a bonus 
added to the allowance made by labor organizations. It 
thus makes use of the methods of the second class to en- 
courage institutions of the third. 

The classification of labor laws just made is not only 
vital when we are considering the practicability of pro- 
posed measures ; it also has an important bearing upon the 
work of this Association. The French and German 
names of the International Association indicate that it 
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was formed to deal only with such legislation as was 
placed by me in the first class, and the terms Arbeiter- 
schutzgesetzgebung and La Protection Légale des Trav- 
ailleurs are synonymous. The adjective “protective”, 
perhaps for the sake of euphony, perhaps for the sake of 
brevity, has been left out of the title as translated into 
English. But the limitation of scope still applies to the 
International Association, and the reason for it is simple. 
There already exists an international association for 
workingmen’s insurance, which is the principal aim of 
legislation of the second class. There is likewise a codp- 
erative congress which deals with what is probably the 
most wide-spread form of self-help among the laboring 
class, while the trade unions are many of them on an in- 
ternational basis and provide for an interchange of views 
in matters relating to their interests. The International 
Association, therefore, would be entering upon fields 
which are already preémpted, if it were to deal with these 
other subjects. This does not necessarily limit the scope 
of the American Association, which can take up any sub- 
jects that it desires. But it does indicate its primary 
purpose. 

We have thus far distinguished between different types 
of legislation with reference to the way in which it op- 
erates upon the economic processes. If we now look at 
the general purpose and trend of such legislation, we 
shall see that there are two main purposes which are not 
necessarily antagonistic, but which are yet distinct. The 
first purpose, which applies to all of the so-called labor 
protective laws and many of those which fall in the other 
two classes, is the preservation of the race and the main- 
tenance of its quality. The principal argument for pro- 
tecting children and women against excessive or un- 
healthy work is that the next generation is threatened. 
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The first child labor laws of Prussia were inspired by 
General von Horn, who, in 1828, called the king’s atten- 
tion to the difficulty of getting able-bodied recruits from 
the Rhine province. This same purpose applies to many 
other types of legislation. One of the strongest argu- 
ments for workingmen’s insurance is that the burden 
which falls upon women and children in the case of in- 
dustrial accidents or disease is lightened, and that thus 
the succeeding generation is brought up under more 
wholesome conditions. Quite a different purpose ap- 
pears when legislation aims to influence the distribution 
of wealth between different classes, when it consciously 
tries to raise the level of the wage-receiving class at the 
expense of the employers or of the community at large. 
These two tendencies, which are really quite distinct, are 
often confused. Many people, especially those of the in- 
dividualistic school, are apt to group all labor legislation 
together as socialistic ; and in many cases the very epithet, 
in the mind of those who use it, is enough to condemn the 
movement. This, however, is a superficial view. perl 
ism is not the only antithesis to individualism. If the | 
extreme individualist is one who believes in the greatest _ 
liberty of the individual, he may be restrained either in | 
the interest of his contemporaries or in the interest of 
his successors. The motto of the individualist who dis- 
regards the interests of his contemporaries is: “The pub- 
lic be damned’; the motto of the individualist who dis- 
regards the interests of his successors is: “After us the 
deluge.” Thus there are two policies opposed to individ- 
ualism, one of which takes into account contemporary re- 
lations, the other of which considers the element of time. 
Our social world, like our physical, is a world of three 
dimensions, not of two. From one point of view individ- 
ualism is justly contrasted with collectivism or socialism. 
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From the other it is contrasted with a movement which 
is in reality not new, but which is as yet so little conscious 
of itself that nobody has apparently thought of giving it 
aname. If we may be permitted to borrow a word which 
was, I believe, first coined by Mr. Louis R. Ehrich, we 
may call it “posteritism.” This movement is so import- 
ant for the welfare and the permanent strength of any 
society, and it is capable of so many applications, that it 
almost implies a revolution in our social ideals. The 
general care for the life, intelligence, and morals of the 
next generation, as shown in labor laws, in the steps 
taken for the preservation of the national health, in the 
fight against tuberculosis, and in the creation of play- 
grounds for children, is but part of a greater movement 
which also includes measures for preserving our forests 
and our mineral resources, for draining our swamps and 
for irrigating our deserts. Still another phase of it is 
seen in the study of eugenics by our sociologists. It is 
not difficult to interest people in the preservation of our 
natural resources, but those who are far-seeing recognize 
that the people who inhabit a country are as much an asset 
as is its material wealth. Indeed, one without the other 
would be of little use. The labor legislation for which 
this association primarily stands forms, therefore, a part, 
but a very important part, of the general movement for 
posteritism. 

Much that we advocate is not new. England, the states 
of continental Europe, and many of our own states fur- 
nish us with an abundant experience on which to base 
future action. And yet the matter is attended, in the 
United States, with peculiar difficulties which are partly 
legal and institutional, partly economic. 

The legal difficulties arise from the very framework 
of our government. We have within the limits of the 
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United States, excluding Alaska and our distant depen- 
dencies, no less than fifty-one different legislative bodies 
which have the power to pass laws for a larger or smal- 
ler territory. Our country presents a more complex 
legislative problem that all the states of Europe taken to- 
gether. There is, it is true, no lack of labor legislation 
in the United States. During the year 1907 alone no 
less than 405 measures regarding labor were passed, and 
all of the legislatures were not working that year.! But 
though many of our states are far advanced and stand’ on 
a par with the best states of Europe with regard to certain 
matters, we find that even adequate laws for the protec- 
tion of the labor of children are still lacking in many of 
the states, laws for the protection of the labor of women 
are often subject to attack and nullification on constitu- 
tional grounds. When we look at the administration of 
these laws, we are obliged to confess that in many cases 
they are not executed by experts, but that the poison of 
the spoils system still neutralizes in most of our states the 
good that laws might otherwise accomplish. 

While in the world at large labor legislation has already 
passed beyond the national stage and has now become the 
subject of international treaties, we are still struggling 
with a lack of uniformity both in lawgiving and in law- 
enforcing within the limits of a single country. We are 
not even able to command satisfactory information with 
regard to industrial accidents or industrial diseases in 
order to guide future legislation. So simple a matter as 
the registration of vital statistics is still in such a state 
of chaos that Congress has been obliged to request the 
states to introduce registers and has ordered a model law 
drawn up for their guidance. If we look at the matter in 
all frank..ess we must acknowledge that, while our indus- 


* Mass. Labor Bull., March-April, 1908, p. 60. 
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tries are noted throughout the world for the inventive- 
ness, the mechanical skill, the business talent which they 
command, and while we have every reason to be proud 
of our educational system and of our standing in interna- 
tional relations, we have apparently overlooked the art 
of legislation. The great mass of our state legislators 
have had no previous training in the study of lawmaking 
and law-enforcing. We prevent them from becoming 
skilled and responsible lawmakers by rotation in office, 
by infrequent sessions, and by constitutional limitations. 
The instruction which they receive from the lobby is often 
effective, but one-sided, since it is more apt to show them 
what is for their individual interest than what is for the 
interest of the public, present and future. There are for- 
tunately signs of improvement. Expert commissions are 
being used more and more. The development of such an 
institution as the Legislative Reference Library in Wis- 
consin is doing much to educate our lawgivers. But the 
fact still remains that of all the industries of the United 
States lawmaking is perhaps the most backward. 

There are also economic conditions which have made it 
peculiarly difficult to secure intelligent action on this sub- 
ject in our country. The exhibit of the Pittsburgh Sur- 
vey, which other speakers are to describe in detail at some 
of the other sessions of this gathering, may serve as an 
instructive object lesson. A visitor to that exhibit sees, 
as he enters the staircase hall of the Carnegie Institute, 
some beautiful frescoes representing the industries of 
Pittsburgh in their power and energy. As he ascends 
he sees another series of frescoes representing the “cease- 
less movement of the people”, men, women, and children 
passing on to work or play. It is true, as we are in- 
formed, that these figures are not idealized, but it is also 
true that the artist has shown but one side of the medal. 
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The assets are there, but where are the liabilities ? Where 
is the depreciation account? If we pass into the room 
occupied by the Pittsburgh Survey, we see another frieze 
made up of small black figures, also passing in an end- 
less procession around the room. Each one of these fig- 
ures stands for one of the 622 deaths from typhoid fever 
which took place within a single year. Each one of them 
represents a loss of earning power to the families and a 
loss to the community, as well as suffering and weakness 
for those concerned. It is fair to say also that at least 
three-fourths of these were preventable, for some statis- 
tics placed upon the wall show that after the introduction 
of a filtration plant in the water supply of Pittsburgh the 
cases of typhoid fever were reduced by nearly three- 
fourths in the course of a year. Other figures show the 
deaths by accident, by tuberculosis, etc. Why is it that 
the community as a whole permitted this waste of human 
life to go on? It is not due to lack of engineering skill, 
for the highest ingenuity is displayed in the Pittsburgh 
mills. Nor is it due to lack of wealth, or business abil- 
ity. It is mainly due to the fact that Pittsburgh, like 
the country as a whole, does not breed its own workers. 
A very large number of them are drawn from abroad. 
That supply keeps on coming in spite of typhoid fever 
and tuberculosis and the ten thousand annual deaths by 
accident on our railroads. A factory or a railroad must 
allow in its accounts for the deterioration of its machin- 
ery, or it will soon come to grief. But the United States 
is like a railroad company which can always obtain new 
locomotives by simply paying for the expense of run- 
ning them. Such a company could well afford to disre- 
gard its scrap heap. But the human scrap heap is not so 
easily disposed of. The premature death of a worker 
means not simply the elimination from the industrial 
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world of another human machine, it often means a widow 
and children growing up in a state of poverty and want, 
it means a weak instead of a strong worker twenty years 
from now. Whatever the industrial structure of society 
may be at that time, whether capitalistic or socialistic or 
communistic, that means an economic loss. The action 
taken by us of the present generation to prevent that loss 
depends upon whether our social consciousness is able to 
project itself so far into the future as to be influenced 
by considerations which will perhaps never affect us per- 
sonally. Socialism has emphasized the injustice of many 
of our social institutions. Posteritism points out our 
shortsightedness. If our motto is, “After us the deluge”, 
we shall certainly take no thought for the morrow. But 
that was not the point of view of the founders of the 
Republic. For they framed the federal constitution, not 
only to “establish justice” but also to “secure the blessings 
of liberty for ourselves and our posterity.” 





THE AMERICAN WAY OF DISTRIBUTING 
INDUSTRIAL ACCIDENT LOSSES. 


A CRITICISM. 
MISS CRYSTAL EASTMAN. 


We in America have rather suddenly grown wise about 
the evils of our employers’ liability situation, and about 
the superior advantages of European systems of com- 
pensation and insurance. There is probably no one here 
today who would earnestly defend our way of dealing 
with industrial accident losses. In spite of this depress- 
ing dearth of opposition, however, I shall proceed to 
demolish the “American System” with considerable en- 
thusiasm, for the sake of certain points which it seems 
to me important to bring out. 

It is generally recognized that the reduction of the 
yearly loss from industrial accidents is a grave issue in 
national economy. We are not here, though, to discuss 
the reduction of that loss, but the distribution of it,—also 
a question of national economy. It is good private econ- 
omy to make the least possible deprivation out of a loss, 
and it is good national ecohmy. But nations have an 
advantage over individuals in adjusting their losses, for 
a national loss can be distributed in various ways among 
the individuals who make up the nation. I would crit- 
icise our present scheme for distributing the industrial 
accident loss, first of all, on this ground of national econ- 
omy. Leaving aside for the present considerations of 
justice and practical operation, we may say with some 
confidence that the wisest national policy would be so to 
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distribute a loss that it would bear with the least possible 
hardship upon individuals. With this in mind, we turn to 
the actual present distribution of the loss through indus- 
trial accidents. 

The bulk of it falls, in the shape of lost income, upon 
the injured workmen and their families, or upon the 
dependents of those killed. In some cases the employer 
shoulders a small share of this burden by making, volun- 
tarily or under compulsion, a money compensation to the 
injured or his dependents. Thus out of 304 cases of men 
killed in industrial accidents in Allegheny County,—all 
of whom were contributing to the support of others, and 
two-thirds of whom were married,—eighty-eight of the 
families left received not one dollar of compensation, 
ninety-two families received enough to barely cover 
funeral expenses, sixty-two families received less than 
$500. In other words, 59 per cent of these families were 
left to bear the entire income loss, and only 20 per cent 
received, in compensation for the death of an income pro- 
vider, more than $500—a sum which would approximate 
one year’s income of the lowest paid of the workers killed. 

In injury cases, we find about the same situation: 
Married men 56% received no 

compensation. 
Single men, contributing to the support of others, 69% received no 

compensation. 
Single men without dependents 80% received no 

compensation. 


Looking at these figures in a different way, we find that 
for 259 injury cases the sum of income loss up to the date 
of investigation (one year or less from the time of the 
accident) was $52,509. The total compensation for these 
cases amounted to $12,000,—less than one-fourth of the 
first year’s loss. The $12,000, however, is a fixed and 
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settled sum, while the $52,000 will go on increasing until 
all the men who have received serious permanent injuries 
are dead, or have reached an age at which without the 
injury they would have ceased to be income getters. 
Take, for instance, the cases of six men who were totally 
disabled for life: four of these men will walk on two 
crutches for the rest of their lives, one lost an arm and a 
leg, and one is paralyzed. Of these six men three received 
no compensation whatever, one $365, one $125, and one 
$30. The total loss of income for these men up to the 
end of their lives, according to their earnings at the time 
of injury and the mortality tables, will amount to $12,365. 
The total compensation for the six cases amounted to 
$520,—in other words 4 per cent of the loss. 

The total loss to the families of 193 married men who 
were killed, figured on the same basis (but subtracting 
$300 a year to cover maintenance of the man killed), will 
amount to $2,754,357. The total compensation made to 
these 193 families was $72,039. 

If these figures are typical, then we must conclude that 
the share of the loss borne by employers in the way of 
compensation is very small. Social workers will be quick 
to conclude that a great share of this burden must event- 
ually be borne by the community through some form of 
charity, public or private, organized or individual. On this 
point the Pittsburgh study resulted in some significant 
and rather astonishing figures. Out of 526 workmen 
killed the city had the expense of burying six. Apart 
from this, there were, out of 825 cases studied, so far as 
we could discover, only seven in which any demand had 
been made upon organized or institutional charity ; and in 
all of these seven the items of relief were very small. 
For instance, two orphan children are being cared for in 
an asylum and one blind old man whose son was killed 
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received $1.50 a month from the county for part of a 
year. 

The list of those aided by private individuals outside 
the immediate family is a little longer. Thirty-eight 
funerals were paid for by collections among friends, 
neighbors, or fellow-workmen ; nineteen families received 
other help from such private sources. These instances 
range from that of a man who was boarded for nothing 
while he was disabled to two cases of systematic begging 
as a source of income. All this private, individual aid 
comes direct from the working people. Even the two 
who beg, beg from their own class. One, a widow with 
four children, begs at the Slavic Church door; the other 
begs at the mill gate on pay day. 

Adding these two lists together we have, out of 825 
cases studied, forty-four funerals paid for by charity 
and twenty-six instances of other aid from outside the 
immediate family. 

This situation is partly explained by the fact that 149 
of the men killed left dependents in Europe, and in nine- 
teen other fatal cases the family went back to the old 
country soon after the funeral. In other words, 43 per 
cent of the fatal accidents in the Pittsburgh district leave 
a poverty problem not in America but in Europe. If 
we were discussing national morality, instead of national 
economy, we might pause to consider the ethics of this 
situation. 

This statement as to the amount of relief given must 
be further qualified by the fact that we covered the life 
of the family for only about one year after the accident. 
This thought plunges us into the region of probability 
and guess work. Undoubtedly some of these families 
will become a burden upon the public. How great the 
burden we can only surmise. Statistics cannot help us 
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here. As a last resort, I turn to personal impression and 
private opinion. Judging from the pride and self-respect 
I found among these people, the energy and resourceful- 
ness they exhibited in the first year’s struggle, and from 
their generosity and family loyalty, their willingness to 
help each other,—-I think that very few of them will ever 
become a burden upon American institutions of relief. 

We have seen that compensation from employers cov- 
ers an exceedingly small part of the loss, being in sixty 
per cent of the cases nothing at all. We have seen that 
the community, so far as the indications of this study go, 
bears an inconsiderable share of the loss. There are but 
three parties concerned, and it needs no further reasoning 
to show that the income loss from industrial accidents in 
the Pittsburgh district falls directly, almost wholly, and 
in all likelihood finally, upon the injured workmen and 
their dependents. 

We were speaking of national economy. Is the policy 
or lack of policy which allows such a distribution of the 
loss to continue a policy of national economy? It might 
be answered: “Why not? You have shown us that few 
of these families become destitute, that they do not come 
back upon our poor boards, our institutions, our char- 
itable societies. Does not this prove that they are equal 
to the burden? Why interfere?” 

But, we do not maintain public schools in America 
because we think uneducated men will become a direct 
economic burden on the nation. We maintain them be- 
cause we know that a nation’s worth in the long run is 
measured by the average intelligence and ability of its 
individuals. We must apply the same wisdom to this 
problem. If the suffering of these numberless income 
losses means hardship and unfulfilment in individual fam- 
ilies, then it means national deprivation. Does it mean 
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hardship and unfulfilment? For answer we will limit 
ourselves to certain figures with regard to the families of 
married men who were killed. We were able to follow 
the fortunes of 132 such families. Grown children were 
already working in some of these cases, and a fair family 
income remained even after the husband and father was 
killed. In a few instances a widow only was left and she 
was provided for by insurance. Six per cent of the 
widows left by the year’s fatalities remarried. In such 
cases the loss of income meant perhaps no actual hard- 
ship. But in 59 out of the 132 cases the widow went to 
work,—cleaning offices, washing, taking boarders, keep- 
ing a store,—anything that came easy. Almost invariably 
this meant hard work, long hours, poor pay, and in most 
cases children neglected. It was the bitter unrewarding 
struggle of one person trying to do the work of two. 
Among these 132 families, twenty-two children were 
taken out of school and put to work during the year after 
the accident, fifteen of them being under sixteen. Here is 
a measurable hardship,—children deprived of the unbur- 
dened growth and education they might have had. The 
lives of many more children, as they grow to a working 
age, will be affected by the continuing absence of normal 
income. In nineteen cases the standard of living was 
lowered by a reduction in rent. One family with six 
children had lived in four rooms for which they paid $12 
a month; they were found one year after the husband 
was killed living in one room, for which they paid $4 a 
month. This is an unusual case. The average reduction 
in rent in these nineteen cases amounted to $5. 

In thirteen cases the widow took her children and went 
to live with her parents. This is but a shifting of the 
burden within the family. It means the crowding of a 
large family in small quarters. It means burdening an 
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old man with the necessity of providing for a young 
family at a time when he should be letting go of things. 

In thirty-five cases the immediate relatives helped in 
some other way, by taking a child, by giving money, etc. 
This too means hardship, because the aid is given not 
from surplus but from sacrifice. If a workingman’s wife 
with six children saves something to give to her brother’s 
widow left with four, it means real deprivation. If a 
workingman gives one-half of his earnings to a widowed 
sister with a family to bring up, it means sacrifice. Ifa 
young man about to set up a home of his own is obliged 
to keep his girl waiting because he must go back and take 
the place of a father killed, this is hardship, unfulfillment. 

Beside these reckonable hardships there were many 
small intangible indications of poverty in these families. 
Such, for instance, is an extreme economy on food and 
clothes and recreation, the giving up of cherished pro- 
jects, the breaking up of families, etc. 

These, then, are some of the individual and family 
hardships that resulted from the loss of income in 132 
fatal accident cases. With cases of long disability from 
accident we find the same situation, except that the prob- 
lem is further complicated by having a sick man on hand 
to feed and care for,—an invalid whose recovery is de- 
layed by the very conditions of increasing poverty and 
anxiety, which his injury caused, and which his recovery 
alone can terminate. The situation of a workingman 
disabled by injury and at the same time deprived of all 
his income is somewhat analogous to the situation of a 
man confined in a debtor’s prison in the old days in Eng- 
land. They said to the debtor, “In order to get out you 
must pay your debts, but in order to pay your debts you 
must get out”. We say to the disabled workmen, “In 
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order to recover you must have income, but in order to 
have income you must recover”. 

It is not necessary to point out that these individual 
hardships are a tax upon the community’s real prosperity. 
Repeated in thousands of families throughout the coun- 
try, as they are today in America, they amount to a great 
negative force working away in dark places to undermine 
the slow-building foundations of our national welfare. 

Instead of making the least of the industrial accident 
loss, we are making the most of it. We are allowing the 
bulk of it to be borne by those least able to bear it. We 
are distributing it so that it means the greatest possible 
amount of hardship to individuals. My first criticism of 
the “American System”’, therefore, is that it makes out of 
what is perhaps still a necessary national loss an abso- 
lutely unnecessary amount of national deprivation. 

Are there, then, any considerations of justice which 
make it worth while for us to hold on to this system? I 
think not. In the first place, our law of master and ser- 
vant, even as modified by employers’ liability statutes, can 
be proved unjust on the basis of old individualistic legal 
theory, as an unwarranted departure from the general law 
of negligence. In the second place, according to the 
broader ideas of social justice based upon modern indus- 
trial organization, injuries and deaths which occur in the 
course of work are among the costs of production, and 
should be reckoned and paid for out of the profits of the 
industry. The workman who is injured, the dependents 
of those killed, have lent their capital to the furtherance 
of an industrial enterprise; they cannot justly be left, as 
the result of an accident, without their capital and without 
anything to show for it, while the enterprise continues to 
make profits. The disabled workmen, the widows and 
orphans, are in a certain sense creditors of the industry. 
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We conclude, therefore, that our way of distributing 
these losses cannot be defended on grounds of individual 
or social justice. 


We come to the last consideration—practical operation. 
Perhaps national economy and justice would be consid- 
ered theoretical grounds. Here, however, we are on 
everyday footing. How does the system actually work? 
I need only mention the familiar and altogether undis- 
puted evils of our employers’ liability law in operation: 


(A) The state is put to the cost of much fruitless 
litigation. 

(B) The money spent by employers in fighting 
suits, avoiding suits, etc., amounts to quite a 
heavy tax, and yet results in little actual com- 
pensation paid. 

(C) Almost half of this compensation received 
from employers goes for the fighting necessary 
to get it. 

(D) The compensation, when there is any, is de- 
layed while the need is immediate. 

(E) Lawyers on both sides are encouraged to dis- 
honest methods. 

(F) Misunderstanding, bitterness, and distrust be- 
tween employers and employees is fostered. 


Out of these difficulties in the actual operation of the 
system have grown such institutions as employers’ lia- 
bility insurance, and what are generally known as relief 
associations. These we must consider with a view to 
finding out whether any true solution of the problem lies 
along their lines. 

Liability insurance, as is well known, is not intended to 
insure the workmen, and does not affect the distribution 
of the loss so as to relieve the workman of any of his 
burden. If anything, it makes the position of the injured 
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man more insecure, because the employer, when he has 
paid premiums to relieve himself of legal liability, very 
often feels himself relieved also of moral responsibility 
for his injured workmen. The liability company, how- 
ever, contracts to take over his legal liability only. Thus 
whatever feeling of moral responsibility existed is lost in 
the transfer. 

Furthermore, under our present laws, this kind of in- 
surance is bound to be wasteful and expensive because so 
many incalculable uncertainties enter into the risk. On 
account of the high premiums, and because it hurts their 
relations with their employees, I found the large employ- 
ers in Pittsburgh rapidly abandoning liability insurance. 
Relief associations, on the other hand, are on the increase. 
They are of every conceivable variety. We shall not con- 
sider here those of a purely voluntary character, in which 
no contract relieving the employer of liability is made. 
Such organizations, so far as I can see, do no harm and 
are of very decided benefit; but they are giving place, in 
Pittsburgh at least, to relief associations of another type. 

A relief association is primarily an organization of 
employees for the purpose of providing benefits in case 
of injury, sickness, old age, or death. We are here con- 
cerned with these organizations merely as a means of 
insuring against accident. Many employers have organ- 
ized such associations, seeing in them a chance to accom- 
plish certain aims of their own, while at the same time 
encouraging forethought and lessening distress among 
their employees. These aims are: 


(A) To bind the employees’ interest to the com- 
pany. 

(B) To weaken unionism by withdrawing em- 
ployees from its benefit schemes. 

(C) To relieve themselves of legal liability by con- 
tract. 
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The accomplishment of these objects, I hold, is of doubt- 
ful social value. 

In relief associations founded with these motives we 
find that membership is made a condition of employment 
whenever the employer is in a position of advantage in 
making the bargain. We find, also, that in the contract 
of membership there is a clause by which ‘the member 
agrees that if he accepts benefits in case of injury he will 
relieve the employer of all legal liability in connection 
with the accident, and that he will sign a full release of 
his claims. This contract applies to the beneficiaries in 
case the member is killed. The compulsory character of 
these associations, the fact that membership is actually 
made a condition of employment, is the source of most of 
the evils inherent in them. I will briefly summarize these 
evils. 

1. The employer is freed from the deterrent effect 
of the civil law, which is wholesome so far as it goes, and 
no tax is exacted from him sufficient to take the place of 
that deterrent. In the Pennsylvania Railroad Relief As- 
sociation, for instance, the company pays the expenses of _ 
management and guarantees the fund, but makes no other 
contribution. Benefits are paid out of dues collected from 
members. 

2. The workman is forced, as a condition of employ- 
ment, to make a contract whereby he must in case of 
injury either lose the benefit of all the dues he has paid or 
give up his legal right to sue. Thus, practically, the 
workman gives up a future legal right by a contract in the 
making of which he has not actual freedom. 

3. Many workmen who are not able or do not care to 
carry two kinds of insurance, by being compelled to join 
a relief association, are withdrawn from the union insur- 
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ance benefit schemes, which are the strongest feature of 
many unions. 

4. Men who pay dues to a relief association upon 
which they have no claims for benefits after they leave a 
certain employment have a strong incentive to remain in 
that employment. Thus (a) the free movement of labor 
is interfered with, and (b) unions are in a second way 
weakened by this inducement not to strike. 

In short, here are serious dangers to the real freedom 
of the workers, individually and collectively—a freedom 
which it should be our constant interest to conserve and 
increase. 

Moreover, while a great deal of wastefulness and strife 
is avoided by these associations, while providence is en- 
couraged and distress in a measure relieved, nevertheless 
such associations do not very greatly affect the distribu- 
tion of income loss from industrial accidents. The bulk 
of the burden falls upon the workman just the same, 
whether he is encouraged to provide for it by previous 
small deprivations or left to meet it in his own way. But 
the establishment of such associations does tend to create 
the impression that the problem is solving itself, that the 
employer is voluntarily insuring his workmen, and that 
there is no need of legislative interference. The eyes 
of those concerned are blinded to the fact that national 
deprivation and social injustice continue to exist; thus 
legislative action is delayed. 

So far, in respect to its practical operation, I have crit- 
icised our way of distributing industrial accident losses, 
on the ground (1) that it is cumbersome, wasteful, and 
productive of strife, and (2) that the institutions which 
have come into existence as a result of these difficulties 
of operation furnish no real solution of the problem and 
contain serious dangers. 
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What is possibly the most important consideration in 
the actual operation I have left to the last,—namely, its 
influence in preventing accidents. It is impossible to dis- 
cuss compensation for industrial accidents without touch- 
ing the question of preventing accidents. The bearing of 
one upon the other is obvious and of the greatest import- 
ance. When compulsory compensation for all accidents 
regardless of negligence is suggested, someone always 
objects that if we assure the workman compensation we 
shall increase his carelessness. I don’t know anything 
about psychology, but I have an idea that this is not 
psychologically sound. A workingman’s recklessness is 
not deliberate but spontaneous and impulsive, although it 
may become habitual. When he is careful it is not for 
remote reasons but because of immediate danger. It is 
not reasonable to suppose that a railroader who, when a 
coupler fails to work, is in the habit of taking his time, 
of signaling to the engineer, and of waiting for the cars 
to come together instead of going between them, would, 
under a different law, say to himself, “Well, I can make 
this thing work quickly and easily by going in between 
the cars. It’s risky, but if I lose an arm I'll get some- 
thing. If the cars come together and crush me, my wife 
will get three years’ wages.” Certainly in the presence 
of immediate danger the preservation of life is the strong- 
est motive ; if the fear of death does not insure caution in 
the workman we cannot hope to instill it by holding over 
him the fear of poverty. Even the knowledge that his 
wife and children might suffer for his death would not 
greatly modify his instinctive attitude. 

In discouraging carelessness on the part of the em- 
ployers, however, the matter of compensation—the size 
and sureness of the penalty they must pay for the acci- 
dents—is an important factor. The employer’s careless- 
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ness is usually of the deliberate variety. It is involved in 
the construction of his plant, the selection of materials, 
the engaging of foremen, the making of repairs. The act 
or omission which constitutes his carelessness is remote 
in time from the risk to life and limb. Nor is it a risk 
to his own life and limb, but to the lives and limbs of 
others with whom he has no personal relation and whom 
he has perhaps never seen. At the time when he is care- 
less he is in a position to consider the cost. Therefore the 
amount and inevitableness of the penalty put upon him 
is an exceedingly important factor in the prevention of 
those accidents which are due remotely or directly to his 
carelessness, indifference, or haste. 

In this respect: our present laws can be most severely 
criticised. The penalty is so rarely and unevenly im- 
posed, the chances of escaping it are so varied and incal- 
culable, that the civil law provides little incentive to care 
in the employer. I recall four inquests, each of which de- 
scribed the death of a man in a steel mill as the result of 
a heavy load of metal falling from a crane upon him. In 
each case the load fell because a chain broke or a hook 
pulled out. In one case the crane operator testified that 
he never knew of hooks being inspected. Two other men, 
employed as car cleaners by coal companies, were crushed 
while working underneath a car which stood on a siding. 
In each of these cases another car or an engine ran in on 
the siding without warning and bumped the car that the 
cleaner was under. In one case the brakeman testified 
that it was every man’s business to look out for himself. 
In the other the superintendent said that he “didn’t know 
whose duty it was to warn men underneath the cars, but 
he would see that some one might do it.” 

The cost of these six cases to the employers is signifi- 
cant. The men were all foreigners. One of them lived 
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seven days, costing the company $7 besides his funeral 
expenses. In the other steel-mill cases the funeral was 
the only expense to the employer, amounting to about 
$75 in each case. Deaths at the rate of $75 each are not 
going to be a matter of serious economic concern to a 
present day corporation, however they may appeal to it on 
ethical grounds. One of the coal company cases cost the 
company nothing, the funeral being met by a collection 
among friends. The man in the other case belonged to 
a relief association, and by the terms of his contract the 
employer paid $75 at his death. 

Certainly it is not sensational or extreme to say that 
more attention would be given to the inspection of chains 
and hooks, that more care would be taken to provide ade- 
quate signal systems for men working in defenceless posi- 
tions, if this sort of killing “came higher”. 


We have criticised the present distribution of industrial 
accident losses on the ground that it is poor national 
economy, that the basis and underlying principle of it is 
unjust, that in actual operation it wastes and scatters re- 
sources, that the voluntary institutions which have become 
part of it do more harm than good, and that it is of little 
use in preventing accidents. 

In planning new legislation along this line, we must 
have constantly in mind these evils. We should therefore 
require of any new system which we adopt: 

I. That it make compensation for injury and death 
from industrial accidents compulsory upon employers. 
Any scheme which leaves the alternative with the em- 
ployer fails to recognize and correct the injustice of the 
present distribution. 

2. That it make this compensation uniform and defi- 
nite, and sufficient in amount (a) to shift a considerable 
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portion of the loss from the injured workman to the em- 
ployer (and thus ultimately to the public), and (b) to 
encourage the greatest care in the employer. 

3. That such compensation shall not depend upon a 
contract between employer and employed. For in such a 
contract there are dangers to the actual freedom of the 
workers, dangers against which the law cannot protect 
them. 





WHAT FORM OF WORKINGMEN’S ACCIDENT 
INSURANCE SHOULD OUR STATES 
ADOPT? 


M. O. LORENZ. 


One year ago Prof. C. R. Henderson read a paper be- 
fore the American Association for Labor Legislation in 
which he told of the educational endeavors of the Illinois 
Insurance Commission. Such has been the progress in 
public opinion that today we may take for granted the 
desirability of accident insurance and ask,—What form of 
law should our legislatures adopt? I shall attempt to 
answer that question, especially with reference to condi- 
tions in Wisconsin, not with the thought that the answer 
is in all respects correct, but with the hope that the discus- 
sion which follows will be focused upon certain difficult 
points. 

In order, however, to justify the plan to be submitted, 
I think it may be well to summarize the arguments which 
may be adduced in favor of a system of accident insur- 
ance for workingmen, and without dwelling on them at 
length for the reason stated. 

1. One of the strongest arguments is that such a system 
would be of great assistance in the prevention of acci- 
dents, both because of the full knowledge we should get 
about accidents, and because the administrative machinery 
of a system of insurance can do much to prevent them. 
Note, for example, that the rules of the accident fund 
of the South Metropolitan Gas Company of London give 
as the objects of that fund,—first, prevention, and sec- 


ondly, compensation. In bold faced type, we read: 
185 








136 American Economic Association 


“Prevention is the chief object. ‘Prevention is better 
than cure’. How poor a substitute for prevention is 
money compensation. The directors hope, with the 
hearty coéperation of all officers and workmen, to reduce 
accidents to the smallest possible number. All are re- 
quested to exercise all possible care and forethought, and 
to report without loss of time, any defects in plants or ap- 
pliances to the foreman in charge of the work or to the 
engineer of the station. 

“The directors thankfully acknowledge this codperation 
in the past, for since this scheme was started in 1897 the 
proportion of accidents per 1000 subscribers to the fund 
has been greatly reduced, as is proved by the following 


1,000 
1,000 
1,000 
1,000 


” 


In this particular accident fund, the device of a jury of 


workmen to investigate each accident, and the grading 
of the workmen’s contribution at each station according 
to the number of accidents in that station, are thought to 
work toward prevention. 

It appears, therefore, that these two objects are not 
wholly distinct, and we may legitimately mention the de- 
sirability of preventing accidents as one of the strong ar- 
guments in favor of a system of compensation, even 
though more direct ways of prevention are also desirable. 

2. The wasteful character of our system of damages 
for negligence is another important consideration. Take 
an illustration from the Wisconsin Supreme Court cases 
of this year. A man was severely injured for life by fall- 
ing into a trench filled with hot water. The damages 
were $6500, of which the sum of $3500 was paid to his 
attorneys, and it is said that his expenses due to the acci- 
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dent are about equal to the balance. This case did not 
determine any important point of principle. The fact 
that the man was severely injured while at work was not 
disputed. The legal contest cannot be said to have served 
any good purpose. This case is typical, not of any rapac- 
ity on the part of lawyers, for such cases may require 
much work, but of a fault inherent in the system.. 

Another evidence of waste in our present system is 
found in the financial statements of the liability insurance 
companies. In 1907, according to their report to the 
Wisconsin Insurance Commissioner, about thirty-eight 
per cent of the premium was paid for losses, although this 
covers other forms than employers’ liability insurance. In 
all of their business the casualty companies report com- 
missions and dividends as being about three-fourths as 
much as their losses paid. These facts are not a criticism 
of the financial management of those companies, nor proof 
that they are not to some extent beneficent social institu- 
tions. The question is simply whether we cannot devise a 
better system. 

3. The present system is unjust because there is no pre- 
tense of distributing damages according to needs or merit. 
The general rule in fatal or serious cases is to pay the 
smallest amount that will bring a release. 

4. The present system undoubtedly creates ill-feeling 
between employers and employed. The principle of, get 
what you can out of the employer in case of an accident, 
makes each side suspicious of the other. I have in mind 
one workman whose hand was injured in a Milwaukee 
factory who said, “My employer kicks every time I come 
around and ask him for five dollars.” Contrast this 
with the German system, where the employee receives 
from the post office his regular allowance as a matter of 
right. 
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5. To some extent industrial accidents necessitate char- 
ity. If people must be supported anyhow, it would seem 
better to give a definite right to a payment than to give 
the money in the form of a dole. 

6. A system of workmen’s insurance would undoubted- 
ly relieve the courts of some vexatious litigation. The 
Supreme Court of Wisconsin had in 1907 about eighteen 
cases resulting from accidents to workmen. There would, 
it is true, be litigation under any system, but an insurance 
law undoubtedly would be more easily interpreted than 
the law of negligence, because the statement of facts 
would be subject to less dispute. 

This bundle of arguments, with prevention, economy, 
and justice as the leading ones, is sufficient to constitute 
a cause for action, and we may proceed to take up speci- 
fic plans of procedure; but before descending to details 
it may be well to consider some of the difficulties involved. 


DIFFICULTIES INVOLVED. 


1. We are confronted at the outset with the alterna- 
tive of adopting a compulsory or a voluntary system. 
Some form of compulsory liability or insurance system 
with optional features certainly is the rule among nations 
that have legislated in this matter. Perhaps a distinction 
should be made between a compulsory and an obligatery 
system. An obligatory system imposes a duty to make 
provision in case of accident but leaves it optional how 
that obligation shall be met, whereas a completely com- 
pulsory system would make insurance compulsory and 
leave no option as to the method of insurance. This 
suggests the German distinction between Versicherungs- 
swang and Zwangssversicherung. 

The Illinois Commission plan is an example of a purely 
voluntary system. It simply says to the employer and 
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employees, “You may make a contract whereby the em- 
ployer insures the workman and the workman agrees to 
give up his right of suit”. We cannot point to any suc- 
cessful experience under such a plan. In Massachusetts 
the right of contracting out was given in May, 1908, but 
no action had been taken under the law up to December 
I, 1908. Under all of the conditions, it may prove wisest 
to follow this plan, but it would be a confession of a 
weakness in our governmental system, for, in view of 
European experience, there can be little doubt but that we 
shall ultimately have a comprehensive system of work- 
men’s insurance. 

The plan which I shall submit to you makes some form 
of insurance practically obligatory, but leaves such op- 
tions that it cannot be in any sense oppressive. An obliga- 
tory system has the advantage that it includes backward, 
reckless, and unintelligent employers as well as the public- 
spirited ones, and it includes the thriftless as well as 
the thrifty worker. It would give a broader basis for 
equalizing the shocks,—that is, with a large number of 
persons insured, there would probably be more regularity . 
in the accident rate, and probably a smaller expense rate. 
It would help also in getting complete statistics. which is 
of the utmost importance for intelligent action in the fut- 
ure. I should be disappointed if our states adopted sys- 
tems which did not permit of our having as complete sta- 
tistics as are issued by the German government on this 
subject. 

2. But what will the courts say about an obligatory 
system? Our courts are often represented as being op- 
posed to progress. Perhaps there has been in the past some 
justification for this. The courts were under no compul- 
sion, for example, except that of their own inclinations, 
to develop the fellow servant doctrine and the dectrine of 
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the assumption of risk, so far as these apply to dangerous 
industries: These doctrines give a clear illustration of 
legislation by the courts, and the trouble with this judi- 
cial legislation is that it has developed piece-meal, decis- 
ion by decision, each step making it harder to retreat in 
order to make the theory square with the facts. The 
courts have assumed that certain things were implied in 
the wage contract, assumptions which were reasonable in 
employments not of a dangerous character, but unreason 
able in modern, complicated, dangerous occupations. If 
the courts had been open to progressive ideas, they might 
have modified the law by recognizing a trade risk and the 
fact that an employer incurred some responsibility when 
he engaged in an enterprise which, assuming that degree 
of care which may be expected of human nature, was 
bound to result in so many killed and injured per 1000. 
They might, if they had taken account of economic facts, 


and had not been so much under the spell of stare decisis, 
have assumed that a “free and equal” workingman, before 
entering a dangerous employment, would contract with 
his employer that the employer was to assume part of the 
risks of the business. 


But yet the courts have been somewhat too much criti- 
cised. They are the interpreters of our constitutions, and 
our constitutions may be the real barriers to progress. The 
courts have fully recognized that the right of private 
property, the right of free contract, and the right to en- 
gage in business enterprises, are not absolute, but are 
subject to considerations of public welfare. Show con- 
clusively that a public evil exists, show conclusively that 
you have a remedy that is adequate and sensible and not 
too drastic, and you will find that the courts will not stand 
in the way unless some specific provision of the constitu- 
tion is violated by your plan. The plan which I shall sub- 
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mit to you is a small regulation of property and of con- 
tracts, designed to be reasonable and practical, which con- 
tains nothing of class favoritism or confiscation, and 
which is to remove evils which in the words of an English 
statesman one may venture to call a great scandal. While 
some doubt as to the constitutionality will attach to any 
compulsory system, it is worth while to bring the matter 
squarely before our courts before accepting an unsatis- 
factory voluntary system. 

3. There is the further difficulty of enumerating the 
industries to which such a system should apply. A volun- 
tary system might avoid this difficulty, but a compulsory 
system cannot escape it. The English law makes short 
work of this perplexity by including all employments. In 
other countries we do find an enumeration of various in- 
dustries to which the insurance system is to apply. Can 
a reasonable classification of industries be found accord- 
ing to which you can say to this class the insurance system 
shall apply, and to that class it shall not apply? If a man 
is injured in an employment where the accident rate is one 
per 1000, should he not receive compersation as much as 
if the rate in his industry were fifty per 1000? Again, 
if you compensate a man injured in a planing mill, why 
not also make your system apply to the farm hand killed 
by acorn shredder? This is a point of great difficulty. 

It should be remembered that the problem before us 
now is not that of insuring workingmen against all inju- 
ries, for a good many are injured while not at work. 
That is a distinct problem. The idea is to cover the extra 
hazard due to their occupations, for it is this extra haz- 
ard which gives rise to the peculiar evils which we seek to 
remedy. It seems proper to make the basis of classifica- 
tion the existence of a clear trade hazard. We are all 
exposed to some risk of accident. Office workers, for ex- 
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ample, have their accident rate, but they have no occupa- 
tional hazard for accidents. For some kinds of light 
manufacturing there might be practically no such special 
risk. It would be a matter of statistical detail to deter- 
mine what occupations have such a special hazard. A 
satisfactory law should state clearly the principle of clas- 
sification, but make the inclusion of special kinds of enter- 
prises a matter of statistical detail. It would not be con- 
ferring legislative power on a commission if the inclusion 
or exclusion of an industry were made to depend on the 
ascertaining of a fact,—that is, whether the accident rate 
was more or less than the standard. 

But it would be desirable to make some broad excep- 
tions to this principle. Agricultural laborers should per- 
haps be excluded as being a class by themselves. There 
is more casual labor; more personal relations exist be- 
tween employer and employed. Personal vigilance per- 
haps counts for more, as farming is a small scale industry. 
The large number of farmers would make administration 
difficult; and, finally, the evils constituting a cause for 
action have not been given prominence by cases arising 
out of farm accidents. Possibly it would be desirable to 
include the operations of dangerous forms of agricultural 
machinery where mechanical power is used. 

4. Should the employer bear the expense alone or 
should the employee also contribute? I think, that under 
conditions existing in this country, we must decide in 
favor of a joint contribution. This would give both par- 
ties a financial interest in good administration. It would 
free the system from the charge of being a class measure, 
and would harmonize with the legal theory of the equality 
of men. Considering interstate competition, an adequate 
insurance might be a burden to the employer if he bore 
the expense alone. There is good reason to believe that 
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the scale of payments in the English act of 1897 could 
easily be borne by the employer. But that scale was 
hardly adequate. It did not provide for full medical aid. 

5. How should the money be collected and adminis- 
tered? Some machinery is evidently necessary. The 
English method utilizes the machinery of the private lia- 
bility companies. The German plan is to make employ- 
ers’ associations do much of the work. Both seem hardly 
applicable to our conditions.. The waste of the private 
liability companies is one of the things we wish to avoid. 
Dividends and commissions have no place in a system of 
workingmen’s insurance, and, on the other hand, it is 
questionable whether our employers would care to take 
the trouble to administer the German system properly, and 
whether we could vest employers’ associations with the 
authority to impose fines and issue orders as the German 
associations do. To create private agencies and then to 
supervise them by an additional governmental machinery 
seems unnecessarily cumbersome. 

The plan submitted provides for a system of direct state 
administration, with the option of insurance by employ- 
ers’ associations or other insurance agencies. A state like 
Wisconsin is not too large an area for one administra- 
tion. The advantage lies in the simplicity and in making 
use of methods with which employers are already famil- 
iar. The plan does not preclude utilizing associations and 
committees of employers and employees to assist in the 
administration. 

6. The prevention of malingering is an important 
consideration. That is not so large a problem in accident 
as in sick insurance, but it is something you have to fight 
against. A state administered fund would have in this 
respect to adopt the same method used by the liability com- 
panies,—the appointment of physicians and agents whom 
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it can trust to examine each case; but in addition to this 
the codperation of employers and workmen can perhaps 
be enlisted by making it to their interest to reduce the 
number of claims by making the premium vary accord- 
ing to the accidents compensated in each establishment 
within certain limits. 

7. How can damage suits be obviated? The English 
method does not try to do so directly but gives the work- 
man the option to take more certain compensation, and 
the insurance company protects the employer in either 
event. But in the plan submitted the aim is to make 
these suits so unusual (by limiting them to cases of gross 
and flagrant negligence or wilful misconduct) that he 
need not insure himself against this contingency. To 
make this exemption fair from the standpoint of the 
workman, the employer should not, if such a suit be 
brought, be allowed to avail himself of the defense of 
contributory negligence except in cases of gross and flag- 
rant negligence or wilful misconduct on the part of the 
workman injured. The plan submitted is as follows: 

There should be a Board of Industrial Insurance Com- 
missioners, the constitution of which is a matter of de- 
tail. This board would have the power to issue danger 
licenses to employers who wish to engage in dangerous 
employments, a license fee being charged therefor, with 
fine for refusal. Any employer having such a license 
would not be liable to a damage suit on account of indus- 
trial accidents happening in his establishment unless he 
was guilty of gross and flagrant negligence or wilful mis- 
conduct. The license fee would be graded according to 
the character of the industry, and according to the wage 
bill, with readjustments according to subsequent exper- 
ience. The employer would have the right to deduct a 
sum equal to one-half the license fee from the wages 
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which he pays, this being assumed to be a part of every 
wage contract, unless written notice was given to the con- 
trary both to the employer and to the board of insurance 
commissioners. When an employee gives such notice, 
his possible benefits would be diminished, as would also 
the license fee of the employer. The reason for putting 
the matter in this way is to include all employees unless 
they have a good reason for withdrawing. Under a 
voluntary system a workman must have foresight enough 
to enter an insurance scheme; under the plan proposed, 
he would be automatically included unless he takes the 
initiative in getting out. Thus there would be no danger 
of infringing his liberty, and in any case, he would still 
be entitled to a small compensation in case of accident. 
But if the employer had paid his share of the license fee 
on account of such employee, he would still not be liable 
to a suit except for gross and flagrant negligence or wil- 
ful misconduct. This is less favorable to the workman 
than the English law. If it is not thought favorable 
enough, matters should be balanced up, not by making 
damage suits easy, but by asking the workman to pay 
say one-third instead of one-half. In the exceptional 
cases of suit against the employer, which it is thought 
would be so unusual that he need not insure himself 
against that contingency, his defense would be weakened 
by abolishing the doctrine of the assumption of risk and 
the fellow-servant doctrine. 

Instead of paying a license fee, the employer might ob- 
tain his license by furnishing proof that he had insured 
his men with some company or organization, the policy 
being like the standard policy prescribed in the statute, 
or equivalent to it. 

The license fees would constitute a fund, out of which 
full medical aid and weekly or monthly benefits would be 
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paid. In general the cost would be twice as great as the 
English scale of 1897, the share of each party being 
about equal to present rates for liability insurance. 

The board of insurance commissioners would have to 
employ administrative agents and medical inspectors as 
the liability companies do now. This does not mean that 
the state would be in the insurance business. The fund 
would not only be distinct from other revenues, but prob- 
ably could not even be guaranteed by the state. 

As already indicated the employments covered would 
be those which, according to the best statistics available, 
have an accident rate higher than that of office workers 
or retail mercantile employments, where there is practi- 
cally no occupational hazard. Possibly farming, except 
where power machinery is employed, should be expressly 
exempted, and also persons engaged in interstate com- 
merce, 

The advantage of the plan here outlined lies in its 
simplicity and definiteness. The employer pays his li- 
cense fee, and he gets protection which he does not have 
today even when he carries liability insurance, for fre- 
quently the damages allowed are greater than the limit 
specified in the policy. On the other hand, the work- 
man or his dependents get a certain payment. State su- 
pervision will guarantee fairness and justice in the work- 
ing of the system. 

The plan is offered as simply one way out of a diffi- 
culty. Further discussion may show a better way. 


An Outline of a Biil. 


To create a board of industrial insurance commission- 
ers, to establish an accident fund, to provide for licensing 
employers, and to amend the statutes relating to the lia- 
bility of employers for damages to injured employees. 

Section 1. Board of Industrial Commissioners. The 
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Insurance Commissioner, the Commissioner of Labor, 
and the Attorney General are created a Board of Indus- 


trial Insurance Commissioners to manage the accident | 


fund. (The constitution of this commission is a matter 
of detail; it may be desirable to confine it to one depart- 
ment, or to create a new commission, or to have an incor- 
porated body of a quasi public character, for which there 
would be precedent in the Horticultural Society and 
others in this state.) The state could contribute a defi- 
nite amount annually for the expenses of this board. 

Section 2. Danger license. After 2 specific date, no 
person shall engage in the employments specified in sec- 
tion 11 without a license from the board of insurance 
commissioners. This license must be renewed annually. 
Refusal to apply for a license or to comply with condi- 
tions necessary to obtain same, or to renew same annu- 
ally, would subject one to a fine, graded according to the 
number of persons employed, such fines being paid into 
the accident fund, provided for later. 

Section 3. License fees—how determined. It would 
be the duty of the insurance commissioners to classify the 
industries covered by the act in detail, according to the 
dangerous character of the industry. That this is pos- 
sible is shown by the fact that the liability companies have 
done it. The fee of each employer would at first be de- 
termined by his classification and wage bill, but if subse- 
quent experience showed that his establishment caused 
fewer accidents to be compensated than indicated by the 
accident rate of his class, his fee might be reduced not 
more than fifty per cent. This reduction would thus not 
be dependent on political or other favoritism, but accord- 
ing to scientific accounting. The general level of the fees 
are determined by the benefits granted in section 8, those 
benefits being arranged on the supposition that the fee 
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would be about twice the existing cost of employers’ lia- 
bility insurance, one-half being paid by the employee as 
provided in the next section. 

Section 4. Every contract whereby an employee 
agrees to work for an employer in the employments spec- 
ified in section 11 shall be understood to authorize the 
employer to withhold from wages to be paid for such 
employment as much as one-half the amount which the 
employer must pay to secure a license from the board of 
insurance commissioners, unless the employee gives writ- 
ten notice to the employer and to the board of insurance 
commissioners to the contrary. Any employee who gives 
such notice shall be entitled to only one-half the benefits 
specified in section 8, and the employers’ license fee shall 
be diminished accordingly. 

(The reason for putting the matter in this way is to 
include all employers unless they have a good reason 
for withdrawing. Under a voluntary system, an em- 
ployee must have foresight to enter a scheme; under the 
plan proposed he is automatically included unless he takes 
the initiative in getting out. Thus there is no real danger 
of infringing his liberty. In any case, he would still be 
‘> to some definite compensation in case of acci- 
dent. 

Section 5. Licensed employer not liable—exception. 
Any employer who has obtained a license according to 
section 2 shall not be liable to prosecutions for damages 
to employees on account of accidents for which the in- 
jured employee is entitled to compensation under section 
8, unless the proximate cause of the accident is the gross 
and flagrant negligence or the malicious or wilful mis- 
conduct of the employer, or unless the employer has 
knowingly refused to comply with the reasonable orders 
of a factory inspector which might have prevented such 
accident. 
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(This practically exempts the employer. It is less 
favorable to the workman than the English law. If it 
is not thought favorable enough, matters should be bal- 
anced up, not by making damage suits easy, but by asking 
the workman to pay say one-third instead of one-half of 
the license fee. ) 

Section 6. Liability of employers in case of gross 
and flagrant negligence or wilful or malicious miscon- 
duct. In an action brought by an employee against his 
employer in the exceptional cases provided for in the 
preceding section, the contributory negligence of the em- 
ployee involved in his voluntarily entering into a dan- 
gerous employment shall not be a bar to recovery. Nor 
shall a slight inattention or mistake on the part of the 
workingman injured or any negligence on the part of a 
fellow servant be a bar to recovery. But gross and flag- 
rant negligence or malicious or wilful misconduct, includ- 
ing repeated disobedience to reasonable rules for the con- 
duct of the work which the employer has attempted to 
enforce, shall be a valid defense for the employer. 

Section 7. Diminished benefits to employees who re- 
sort to a suit. Any employee who brings a suit against 
his employer for damages on account of an accident, and 
who otherwise would be entitled to full benefits under 
section 8 of this act on account of such accident, shall 
forfeit such part of such benefits as the employer’s con- 
tribution of the premium paid on account of such em- 
ployee. If without such suit he would be entitled to only 
half benefits because he has made no contributions to the 
employers’ license fee, he shall receive no benefits. 

Section 8. Benefits to injured or their dependents. 
When an employee to whom this act applies as specified in 
section II is injured while at work for his employer, and 
as a result of such work, he or his heirs shall, regardless 
of negligence, be entitled to the following benefits to be 
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paid out of the accident fund created by this act, except 
that no benefits shall be paid for injuries which have been 
intentionally self-inflicted, and unless the benefits are 
modified according to section 4 or section 7: (1) im case 
of death,—funeral and other expenses due to the accident, 
and a pension to widow or dependents for a period of ten 
years, equal to half wages, with a possible commutation 
to a lump sum; (2) im case of incapacity,—full medical 
aid and as much as one-half wages during incapacity, the 
exact amount depending on the degree of incapacity. 

Section 9. Payment of benefits. (1) The board of 
industrial insurance commissioners shall appoint such ad- 
ministrative agents, medical inspectors, and make such 
necessary regulations that, when an accident happens that 
is covered by this act, the benefits may be paid promptly. 
(2) The said board may refuse to pay the benefits if the 
person refuses to submit to a medical examination to de- 
termine the degree of incapacity or if it discovers intent 
to defraud the accident fund. 

Section 10. Accident Fund. The license fees and 
fines provided to be paid by this act shall constitute an 
accident fund, in the custody of the State Treasurer, 
payments from which would be made on the order of the 
Board of Insurance Commissioners. Provision would 
have to be made for the disposition of a possible surplus 
or the covering of a possible deficit. The latter might 
be done by authorizing a special assessment upon licensed 
employers, or by requiring an entrance fee until a guaran- 
tee fund had been accumulated, but the state could not 
guarantee the fund directly. Some of the general ex- 
penses of administration could be done by direct appro- 
priation. 

Section 11. License may be obtained by substituting 
other schemes. If any employer employing an average 
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of 1500 men for five years preceding the enactment of 
this law, or any association of employers who have col- 
lectively employed an average of 1500 men for five years 
preceding the enactment of this law, shall organize a 
voluntary insurance organization which will guarantee to 
the men in his or their employ benefits fully as large and 
fully as advantageous in method of payment as the bene- 
fits specified in this act, and at no greater cost to the em- 
ployees, or if an employer shall prove that he has pur- 
chased a policy from an insurance company, which policy 
guarantees benefits fully equal in amount and method of 
payment to those specified in this act, accident licenses 
shall be issued to such employer or employers without 
payment of a license fee into the accident fund. 
(Further provision would have to be made for com- 


plete publicity and statistical reports in the form pre- 
scribed by the board of insurance commissioners. ) 


Section 12. Employments covered. The employments 
covered would include all that have a clear trade hazard, 
except farming and except persons engaged in interstate 
commerce. 

Section 13. Settlement of disputes. If the amount of 
compensation granted by the board is believed to be erro- 
neous the employee or employer may appeal to a board 
of arbitration, previously organized in each locality. 
From this board an appeal could be taken to the insurance 
commissioners and thence to the courts if the decision was 
not satisfactory to all concerned. 





WORKINGMEN’S ACCIDENT INSURANCE— 
DISCUSSION. 


F. L. HorrmMan: The two interesting and instruc- 
tive addresses by Professor Lorenz and Miss Eastman 
touched upon a most important phase of modern labor 
legislation. A tendency toward a more adequate method 
of labor protection is manifest throughout the world, 
and it is not, of course, limited to the United States. 
The plan proposed by Professor Lorenz is ingenious, 
but not, in my opinion, a practical solution of the prob- 
lem which confronts us. I think we are all agreed 
that the risk to life and health in industry should not 
fall upon the wage-earner but upon the industry itself. 
The facts presented by Miss Eastman are a most valuable 
contribution to our very limited knowledge of the econ- 
omic loss to wage-earners resulting from industrial acci- 
dents. That of course is only one important aspect of 
the problem, since industrial diseases, properly so-called, 
are an equally important cause of industrial distress. I 
wish Miss Eastman had gone further into the facts as she 
found them and had told us more about individual cases, 
which, in their final analysis, present the real problem 
which requires to be solved. Before there is any practi- 
cal value in discussions of proposed labor legislation, 
most of all when such legislation involves consideration of 
insurance, a larger basis of fact is required, and the 
method to secure such fact is made clearly evident by the 
researches of Miss Eastman into the industrial accident 
problem at Pittsburg. As I conceive the problem, from 


perhaps an entirely different point of view, the best prac- 
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tical solution, for the time being at least, is offered by 
legislation along the line of the British Workman’s Com- 
pensation Act of 1906. That act is not limited to indus- 
trial accidents, but also includes compensation for indus- 
trial diseases, and the term “workmen” is made to include 
everybdy who is in the employ of another, with the ex- 
ception of persons earning more than 250 pounds sterling 
per annum unless engaged in manual labor. The act, 
which went into operation on July 1, 1907, brought six 
million more workers within its privileges. It has prop- 
erly been pointed out that among the most salutary of 
the new provisions contained in the schedule are those 
which require compensation in the case of death to be paid 
into court, and whieh require all agreements for the re- 
demption of weekly payments by a lump sum, and agree- 
ments for settlements with dependents, or with persons 
under a legal disability, to be registered in court. The 
former of these provisions will go far, in the opinion of 
a commentator on the act, Mr. W. A. Wills, “toward 
preventing the squandering of these sums and toward se- 
curing their application to the purposes for which they 
are awarded.” 

I am of the opinion that the more carefully the work- 
ings of this act are considered, the more applicable this 
form of labor compensation will appear to be to our own 
method of legal procedure and conceptions of social jus- 
tice. 

With regard to the German system of so-called govern- 
ment insurance, it is necessary to keep in mind the all- 
important fact that what the German government does is 
not to furnish insurance in the strict sense of the term, 
but that the system is in fact and in truth a modified em- 
ployers’ liability on the one hand, and a modified poor-law 
provision on the other. I am not aware of anyone having 
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made a sufficiently thorough, critical, and analytical in- 
vestigation of the system, with the one possible exception 
of the distinguished president of this Association; and, 
before any definite conclusions are arrived at with regard 
to the applicability of this system to any state in the United 
States, a much more competent and thoroughly impartial 
investigation of the actual workings of the different laws 
will be necessary, and in any event decidedly advisable. 
Personally I am of the opinion that, while the laws have 
accomplished much good, they have not on the one hand 
eliminated socialism, nor on the other have they brought 
industrial peace. The socialistic vote in Germany was 
never as large or as influential as it is at the present time, 
and there never have been as many strikes and lockouts 
in Germany as have occurred within recent years. It 
will not do in so important a matter as this to rely upon 
the official verdict, or the official publications written 
chiefly in praise of the working of the system, but what is 
needed is a thorough and dispassionate examination into 
the actual facts. 

Such work as this Association is doing in advancing 
knowledge and by promoting an exchange of views must 
needs prove of great benefit in the course of time, and 
the members of this Association are to be congratu- 
lated on the success which has crowned their efforts to 
codrdinate the work of the American Association to tie 
corresponding efforts of similar associations throughout 
the world. After all, however, I can not but think that 
in this particular matter of adequate labor protection we 
are likely to derive the most practical results from a care- 
ful study of the English Workmen’s Compensation Act 
of 1906, and of the painstaking investigations which 
have been made into the facts and conditions of Eng- 
lish industry as incorporated in the most valuable report 
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of the Departmental Committee on Industrial Diseases. 
It is something very considerably to the credit of the 
state of Illinois that a similar commission should have 
been appointed in that state, and it is equally to the 
credit of the state of Wisconsin that there, for the first 
time, a beginning should have been made to inquire into 
the actual facts of industrial accidents. What we are in 
need of is more light, and towards this end both of the 
papers which have been read are valuable contributions of 
their kind. 


C. R. HENDERSON: The criticism of Miss Eastman on 
the bill for workmen’s insurance proposed by the Illinois 
Industrial Insurance Commission is just. The report 
which accompanied the presentation of the bill will show 
that the commission itself was fully conscious of the im- 
perfections which Miss Eastman has “pointed out. We 
said that we regarded this bill chiefly as the means of 
awakening public attention and educating public senti- 
ment. We did not regard it as final. The best legal ad- 
vice we could obtain did not encourage us to go a step 
further than we went. Every member of the commission 
desired compulsory insurance in some form, but we were 
instructed that no such bill would have a hearing in the 
legislature or would, if it became a law, pass our conser- 
vative Supreme Court. We did outline in the report for 
the future a plan of insurance somewhat similar to that 
which is embodied in the German social legislation. It 
is our judgment now that after two years of agitation, 
our public will demand a law which goes further than we 
thought then had any chance with the legislature and with 
the courts, and bills will be presented which express this 
advance in public thought on the subject. The leading 
newspapers, which a short time since totally ignored the 
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whole subject, are keenly alive to the issue, and give us 
great aid in educating the public. 


Dr. FRANKEL: I am somewhat timed in speaking on 
this topic since I am one of those individuals referred to 
by Mr. Hoffman, who has just returned from Europe and 
who has been obtaining his information to some extent 
from the officials. 

I have, however, had opportunity to interview not only 
officials, but the employers of labor in Germany as well; 
and, while Mr. Hoffman’s solicitude for the latter group 
is very much to be admired, I doubt very much whether 
the German manufacturer himself appreciates it. From 
the interviews which I had with them, they do not seem to 
feel that they are at all in a bad plight. They fully real- 
ize that a burden has been imposed upon them, in that 
they must pay the cost of the accident insurance. On 
the other hand, they realize further that the introduction 
of compulsory accident insurance in Germany has tended 
to the improvement of industry in general. Partly as a 
result of this form of insurance, Germany has risen from 
ninth to third in the list of countries in exports. 

Mr. Hoffman is right in assuming that we should not 
proceed in endeavoring to secure any new employers’ 
liability legislation until we have sufficient facts at our 
disposal. I admire his caution, but there is a point be- 
yond which caution is unnecessary. Mr. Hoffman’s own 
statement that thirty thousand men were killed by acci- 
dents during the past year, with the admirable statistics 
presented by Miss Eastman this morning, are in them- 
selves sufficient to indicate the need of a change of legisla- 
tion from that which is common in the United States to- 
day. It is immaterial whether there are thirty thousand 
of such accidents or forty thousand. The important 
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point to recognize is the existence of these conditions, 
and the necessity of taking some comprehensive action to 
overcome them. 


Joun Martin: The scheme of Accident Insurance 
recommended by Professor Lorenz appears to provide that 
a workman may, at his option, contract out of it and that 
his employer then ceases to be liable for the share of his 
contribution to the fund corresponding to this workman’s 
share. Would not every reactionary or backward em- 
ployer practically require every workman, as a condition 
of employment, thus to contract out of the act? 








THE CANADIAN INDUSTRIAL DISPUTES ACT. 
A. SHORTT. 


The object of this paper is to give some account of the 
practical operation of the Canadian act for the prevention 
of strikes or lockouts arising from industrial disputes 
connected with public utilities. The observations, de- 
ductions and conclusions which are here presented are 
based chiefly upon the experience of the writer as chair- 
man of eleven different boards of conciliation and investi- 
gation, established under the act, and dealing with dis- 
putes affecting almost all of the typical forms of public 
utilities to which the act applies, namely,—railroads, in- 
cluding their telegraph services, lake and river shipping, 
street railways, coal and metal mining. 

No attempt is made to give a systematic analysis of the 
act, or to discuss in detail the merits and defects of its 
various provisions. This service has been very thoroughly 
performed by Dr. Victor S. Clark, of Washington, in his 
admirable report on “The Canadian Industrial Disputes 
Investigation Act of 1907”, undertaken at the instance 
of President Roosevelt, and published in the Bulletin of 
the Bureau of Labor for May, 1908. To this report I 
would refer those who desire to obtain the most complete 
information available as to the nature of the act, the 
objects of its various provisions, and the general results 
of its operation up to the time of the preparation of the 
report last spring. With so excellent a background for 
general reference, I feel justified in devoting my paper 
to certain special observations and deductions derived 
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from a somewhat intimate experience of the operations 
of the act. 

The title of the act in question, which came into force 
about the beginning of April, 1907, is “An Act to aid in 
the Prevention and Settlement of Strikes and Lockouts 
in Mines and Industries connected with Public Utilities”. 
The short title is “The Industrial Disputes Investigation 
Act, 1907”. But the still shorter title by which it is 
commonly known in Canada is “The Lemieux Act”, so 
named from the Minister of Labour in the Dominion 
Cabinet. Yet, as Mr. Lemieux has frequently pointed 
out, the act was chiefly compiled by the Deputy Minister 
of Labour at the time, Mr. Mackenzie King. 

The act does not undertake to deal with all labour 
disputes, but only with those affecting public utilities; 
and even here it does not provide for a compulsory settle- 
ment as the result of arbitration. It simply requires that 
before a strike or lockout may take place there shall be 
a reference of the dispute to a board of conciliation and 
investigation composed of three members, one appointed 
by the employer, another by the employees, and a third 
selected by these two, or, in default of their agreement, 
by the Minister of Labour. Should this board be unable 
to effect a settlement, then, on the presentation of its 
report to the Department of Labour, the parties are free 
to adopt any method of settlement they please, including 
a strike or lockout. Thus, though the board of concilia- 
tion and investigation has considerable legal power in the 
way of summoning witnesses, taking evidence under 
oath, investigating books and premises, etc., it has no 
legal power to force a settlement between the parties. If, 
however, the methods of conciliation should fail to bring 
the parties to an agreement, the results of the investiga- 
tion are to be placed before the public in the shape of the 
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report of the board, through the medium of the Labour 
Department, and it is expected that this report will afford 
a basis for the formation of an intelligent public opinion, 
in the face of which neither the employer nor the em- 
ployees would care to maintain a position adverse to 
public sympathy. So far as the experience of the act for 
some eighteen months may be judged, the general expec- 
tation as to the efficiency of its methods has been reason- 
ably justified. Yet, naturally enough, it has met with 
criticism from both sides, as has indeed been the case 
with practically all legal or other devices for the adjust- 
ment of conflicting interests. 

Having outlined the purpose of the act, we may take 
up the actual operation of a typical board of investiga- 
tion and conciliation, in dealing with a matter in dispute. 

Where both parties have nominated a member of the 
board, and the chairman has either been agreed upon by 
the other members or, in default of their agreement, has 
been appointed by the government, each party as a rule 
undertakes to present its own case before the board. 
Where, however, one or other party has refused to nomi- 
nate a member of the board, either claiming that there is 
nothing to arbitrate or that it is impossible to recede from 
the position which they have taken, the board, though 
completed by the Department of Labour, is very unlikely 
to effect a settlement. The writer of this paper having 
had to face two such cases, it was felt that the first thing 
to be done was to get the objecting party to waive the 
objections and to agree to take part in the presentation 
of the case before the board. In both the cases referred 
to the parties eventually withdrew their objections, un- 
dertook the presentation of their cases before the board, 
and a settlement was ultimately effected in each instance. 

When a board is constituted, each party is commonly 
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represented before it by three persons, usually officials of 
the company in the case of the employers, and, on the 
other side, special delegates from a general committee of 
the employees. This special committee commonly con- 
sists of a general salaried officer of the union, not in the 
employment of any company, assisted by a couple of 
union officials who are in the employment of the com- 
pany. Assisting and advising this special committee, 
there is commonly a larger committee representative of 
the general body of the employees. In the case of rail- 
way and telegraph companies, the general committee is 
selected from different districts throughout the operation 
of the system. The general officers of the company, on 
the other hand, are commonly assisted by minor officials 
who are in direct touch with the conditions under dispute. 
As a rule no restriction has been put upon the number 
allowed to be present on either side. 

In the case of all the boards presided over by the 
writer, it was arranged that there should be no news- 
paper reports of the proceedings before the board. The 
objection to such reports has been that the very calling 
for a board implied that there were more or less radical 
differences of opinion and assertions of right, which the 
respective parties were about to lay down and defend, 
but which, in the course of the proceedings before the 
board, must be given up or at least greatly modified on 
one or both sides if a settlement were to be reached. In 
a court of law the arguments on either side are presented 
and maintained to the close of the case, the verdict is 
given by the court and accepted of necessity. There is 
no objection, therefore, to the publicity of the argument. 
But where, as before a board of conciliation, the verdict 
is to be reached by concession and compromise, and vol- 
untarily accepted by both parties, it is not so readily 
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reached if there is a daily record in the press of every 
modification of the original claims, which were advanced 
with confidence and backed with vigor through all the 
fruitless conferences which have preceded the reference 
of the case to a board. Moreover, in the presence of the 
press there is a strong temptation to talk to the gallery 
rather than to the subject in hand, all of which is very 
inimical to that attitude and frame of mind*which is 
essential to the settlement of difficult and often bitter 
disputes, which only come to such a board when all other 
methods of settlement have failed. As to the interest of 
the public in the case: when a settlement is reached the 
chief public interest is served; and when it is not reached 
a definite and intelligent report of the whole case is pre- 
sented to the public, which, from such a report, is better 
able to judge of the real merits of the respective cases 
than from the fragmentary and picturesque notes of the 
reporter, wherein the cutting blasts and high tempera- 
tures are fully recorded, but the calm weather largely 
ignored. 

Though provision is made in the act for the issuing 
of subpcenas to compel the attendance of witnesses, and 
though this has been taken advantage of in some cases, 
yet our boards never found it necessary to resort to any 
legal machinery, either to secure witnesses or procure 
such documentary evidence as was essential to an under- 
standing of the matters in dispute. Where the repre- 
sentatives of both parties to a dispute are in each other’s 
presence, before the board, and familiar with the condi- 
tions under which the services rendered are performed, 
there is little dispute as to actual matters of fact; though 
there is naturally much difference of opinion as to the 
conclusions to be drawn from the facts, or the rights and 
obligations which are connected with them. Where also 
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no advantage is permitted through an appeal to techni- 
calities, and where all parties are permitted to modify or 
change their views without prejudice, and where no con- 
ditions past or present having an essential bearing on the 
mattters before the board are barred from consideration, 
there usually results a free and frank discussion of all 
phases of the points at issue. The result is that in a 
preliminary survey the majority of the matters in dispute 
are eliminated, either by the employer conceding the 
claims of the mei: or undertaking to remedy abuses, the 
real character of which is frequently learned for the first 
time; or by the employees withdrawing their claims on 
learning how exceptional or intangible they are, or how 
impossible it is to frame practical regulations covering 
them. A frequent demand was one for the introduction 
of some new general rule which, as it often turned out, 
was intended to cover only one or two special cases, 
which should have been dealt with by the grievance 
committee. 

Thus, by a process of give and take and the recogni- 
tion, frequently for the first time, of the real difficulties 
in each other’s situation, very many of the matters in 
dispute may be disposed of in conference, leaving only 
those on which the opposing parties hold more or less 
radically inconsistent views, and the waiving or con- 
ceding of which would involve more or less far-reaching 
consequences. Once the essential differences between the 
parties have been definitely brought out, and the grounds 
on which the respective claims rest have been made plain, 
and once the minor points in dispute have been cleared 
off or disposed of, there is usually found to be little need 
for prolonging the discussion be..,een the two parties 
before the board. Hence at this point, if a settlement 
has not been reached, the sessions of the board are usually 
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adjourned. It might seem that, having reached this 
stage, the board has nothing further to do but to sum up 
the facts and arguments, reach a decision, and frame an 
award, leaving to the parties the option of accepting or 
rejecting it. If both accept the award the dispute is at 
an end; if not, they are free to continue it or seek a settle- 
ment of their own, and in doing so to resort to a strike 
or lockout. Reports have been presented at this stage, 
some of which have been accepted and others rejected by 
one or both parties. Not in all cases, however, where 
awards have been rejected, have industrial struggles fol- 
lowed; though in the most important cases they have, 
notably in the recent strike of the mechanical trades of 
the Canadian Pacific Railway. 

In our boards, however, the incident was never re- 
garded as closed when we had submitted our proposals 
for a settlement and they were not accepted, as sometimes 
happened. The parties were seldom brought together 
again, but negotiations between them were conducted by 
the board with the chairman as a common medium, as- 
sisted, in dealing with the employers, by their representa- 
tive on the board, and, in dealing with the employees, by 
their representative. Occasionally, however, the chair- 
man conducted the final negotiations alone. The object 
of these negotiations was to find, on either side, the lines 
of least and also of most resistance, to overcome preju- 
dice, to plead what seemed to the board or the chairman 
as the just cause of each side with the other, and gradu- 
ally to break down or dissolve away the barriers between 
the parties until so little remained that it was not worth 
while to risk a great and uncertain struggle for so small 
an ultimate advantage, even if successful. 

While it is true that in labor disputes there is much 
that is mainly due to mutual suspicion, personal preju- 
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dice, and perhaps honest misunderstanding of each 
other’s motives and conditions, yet it is also true that 
there are very real and fundamental economic and social 
problems to be dealt with, in facing which one may thor- 
oughly sympathize with both sides, and which are not 
therefore to be disposed of by any amount of good feel- 
ing or a clear understanding of each other’s position. 
But, as these fundamental problems must be carefully 
and frankly dealt with if a settlement is to be reached, 
it is essential that they should not be complicated by mis- 
understanding and prejudice, or the arousing of those 
class and personal feelings which, however trivial and 
unreasonable in themselves, are, after all, chiefly responsi- 
ble for the strike and the lockout. Yet, as in the end 
some settlement of the real problems must always take 
place, in the negotiations special emphasis was placed on 
the fact that the real question was not one as to agree- 
ment or non-agreement, but as to agreement with or 
without a strike, and it was urged that it were better to 
have reasonable concession without loss than concession 
to mere superior strength, which might or might not be 
on the side of justice, and where loss was certain to be 
multiplied manifold. 

The character of the negotiations carried on between 
the close of the proceedings before the board and the 
final adoption of a settlement, depends upon a great 
variety of conditions, in which, of necessity, the person- 
alities of the parties presenting the respective cases con- 
stitute no small factor, while the state of the labor 
market and the prospects of trade are naturally important 
considerations. ; 

While, in certain respects, the board acted merely as a 
pathfinder, seeking the line of least resistance, yet it had 
also to lay down and strongly support by all reasonable 
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argument, backed by concrete demonstration, certain rad- 
ical principles of practical justice which were not always 
very readily admitted on one side or the other. There 
were certain general principles for which the chairman 
of the board considered it necessary to steadily contend, 
irrespective of the nature of the dispute in question. The 
more important of these were the following: first, on 
behalf of the employees, the wisdom and necessity of 
recognizing the labor unions, in the sense that no em- 
ployees should be discriminated against because they were 
members of labor unions or officers in them; second, 
on behalf of both employers and employees, the principle 
of the open shop, in the sense that no one should be 
forced to join a trades union as a condition of obtaining 
employment, and hence that all agreements reached, 
whether negotiated with trades union officials or not, 
were to apply as between the company and its employees, 
regardless of whether they were members of trades 
unions or not. In discussing the schedules of rules and 
regulations under which services were to be performed 
and the rights and privileges of employers and employees 
to be defined and safeguarded, the principle was always 
maintained that the employer was essentially entitled to 
manage his own business, while the employees should be 
free to manage theirs. The company must be as free to 
judge of its officers and their promotion as the employees 
to elect their union officials and judge of their services in 
their interests. This does not alter the fact that it is as 
unwise for a company to employ an officer who is unable 
to get on well with his men, be they union or non-union, 
as it is for a union to elect an officer who is continually 
making trouble with the employer. Nevertheless the 
appointment of the one and the election of the other are 
matters to be ultimately dealt with by the company, on 
the one hand and the employees, on the other. 
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The normal problems to be dealt with before boards of 
conciliation, and which furnish the real and practical 
bases for negotiation, are those concerned with rates of 
pay, hours of labor, over-time, conditions of promotion, 
and reasonable protection for life, limb, and general 
health. In covering these matters our boards usually 
discouraged the multiplying of rules and regulations, 
many of which often attempt to deal either with trivial 
matters or special cases. In the matter of promotion it 
was generally held that while seniority should prevail, 
where all other things were equal, yet it was not in the 
interest either of the men or of the company that senior- 
ity should be preferred to merit. Seniority as the chief 
factor in promotion is as inadmissible for the efficient 
conduct of a large and complex business or a public ser- 
vice as it would be in the selection of the chief officers 
for the administration of the affairs of a trades union. 
It is true that, inasmuch as promotion by seniority elimi- 
nates completely the personal judgment essential to pro- 
motion by merit, it enables the union officials to escape a 
great deal of difficult material for grievance committees. 
For, however evident it may be to an impartial judge 
that an individual is legitimately passed over in the mat- 
ter of promotion, it is but rarely evident to the man him- 
self, and his righteous indignation is apt to enlist the 
sympathy of his friends and breed trouble for the union 
officials, which is by no means offset by the self-compla- 
cency of the party promoted ; for the ills of life are much 
more clamorous than its blessings. As the domestic 
troubles of the unions eventually affect their relations 
with the employers, practical wisdom should counsel a 
reasonable concession on the part of the employers to 
promotion by seniority. 

In the matter of wages and conditions of employment 
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it was seldom found possible to accept, in practice, the 
principle that the same service should be everywhere paid 
for at the same rate, even as between competing com- 
panies in the same locality. There were historic, finan- 
cial, and other factors, in the case of railways for in- 
stance, which rendered it expedient to recognize existing 
differences in rates of pay and conditions of employment, 
not only as between different railways, but as between 
different districts or sections of the same railway. Simi- 
larly, in coal mines, street railway systems, etc., uniform- 
ity of rates and conditions could not always be main- 
tained. On the other hand, there was a tendency on the 
part of employers to withhold reasonable information as 
to the conditions under which different employees were 
engaged and promoted. As a rule this attitude appeared 
to be simply the result of historic conservatism and honest 
prejudice. But the very discontent and suspicion of the 
employees, owing to the withholding of such information, 
were frequently regarded as sufficient evidence of the 
wisdom of. maintaining a secrecy which was of little or 
no advantage to the company, while the occasion of much 
irritation among the men. On these and similar points it 
was found necessary to take a stand on principle, and to 
patiently argue the matter out with one or other, some- 
times with both of the parties to the dispute. 

In practically all cases there were features in the dis- 
pute where the legitimate claims of both parties consid- 
erably overlapped. The profits of a company and the 
wages of its men might be alike below the rates of other 
competing companies. The geographic and climatic loca- 
tion of a railroad, the hardships and dangers of a water 
route, the geological peculiarities of a coal mine might 
render one much more disagreeable, hazardous, or costly 
to operate than another, while the profits of the company 
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were not seldom in inverse ratio to the difficulties of 
operation. And yet, for neither capital nor labor, and 
still less for the public, was the abandonment of the prop- 
erty a reasonable solution. Here, then, the perfectly 
reasonable claims of both parties might have to be denied, 
not on principle, but in practice, and a compromise sought 
which would be the least sinreasonable or unfair for both. 
Yet, where each side was looking frankly to its own 
interest, it was the problem of the board to discover a 
basis of settlement which both parties could be persuaded 
to accept. 

Sometimes when it appeared that all possible grounds 
for agreement or acceptable compromise had been ex- 
hausted, without bringing the parties within each other’s 
range of concession, it was found advantageous to drop 
the negotiations for a few days and permit all parties, 
the board included, to ruminate on the matter in all its 
phases, and then to tackle the residuum once more when 
the mellowing influences of time and reflection had made 
concession look less like personal weakness and inconsis- 
tency, and permitted perhaps the restatement of the pro- 
posed settlement in a more acceptable form, or in one at 
least which had not the disadvantage of having been 
explicitly rejected. 

As to the general attitude of the leaders of capital and 
labor towards each other, and towards a board of con- 
ciliation, one obtains a variety of impressions, the general 
outcome of which is a strong conviction that while one 
may recognize the operation of certain economic princi- 
ples, yet the personal factor is a very powerful one, and 
the study of a particular case is more concerned with the 
manner in which economic principles affect the personal 
factor than the manner in which the personal factor 
affects economic principles. But while abstract economic 
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theories are of but slight application, the study of prac- 
tical economics is of great value. As experience in this 
line widens, one is more and more convinced that the 
method of Adam Smith is very much more real and 
effective, and hence more truly scrientific, than the 
method of Ricardo, and of some more modern theorists. 
After all, economics is more a concrete and descriptive 
science than an abstract or theoretic one. 

Where the personal equation of leadership or organ- 
izing power is apparent on both sides of the table, though 
in quite different forms, one recognizes that it is not so 
much a question of expounding economic principles as 
of the diplomatic handling of human personalities, the 
elimination of misconceptions, the removing at once of 
sensitive suspicion, the memory of old struggles, and the 
unwillingness to exhibit the apparent weakness of reced- 
ing from a stand once taken. In dealing with all these 
primary phases of the subject, however, the man who is 
equipped with a background of working economic princi- 
ples, derived from a study of concrete economic condi- 
tions, historic and contemporary, has a very great advan- 
tage over those who have no similar training. For after 
all both sides in an industrial dispute, though often scorn- 
ful enough of ordinary economic doctrine, are themselves 
the exponents of economic theories which not infrequently 
differ from those of the schools in being more narrow 
and more abstract, because generalized from a smaller or 
more highly specialized range of facts. Thus the value 
of an economic training in dealing with such matters is 
not so much that it enables one to make a direct appeal 
to economic principles in the settlement of disputes, as 
that it enables one to realize the one-sided or impractic- 
able character of many of the generalizations made by 
people who have given little or no attention to economics. 
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As to the general effect of the Canadian law it may be 
‘said that the experience of the act throws much interest- 
ing light on the relative merits of compulsory and volun- 
tary methods in the settlement of labor disputes. The 
combination in the Canadian act of the compulsory fea- 
ture, in requiring the submission of the matters in dispute 
to a board of conciliation before a strike or lockout may 
take place, and the voluntary feature, in permitting either 
or both parties to accept or reject the award of the board, 
appears to promise the best method of effecting reason- 
able settlements and of promoting improved relations 
between capital and labor. Experience indicates that it 
is impossible, in a democratic community, to compel any 
considerable number of men to work under given terms 
of employment ; nor, in spite of the hostages to the courts 
which the property of an employer furnishes, is it possible 
to compel him to employ any given number of men on 
certain prescribed terms. Freedom to accept or reject 
proffered terms of employment, and freedom to manage 
one’s own business are essential to sound economic rela- 
tions in a free community. Experience has proved also 
that the compulsory feature in the Canadian act is almost 
impossible of enforcement where either of the parties 
considers it advisable to refuse to submit its case to a 
board. Where such refusal has taken place, however, it 
has usually been on the supposition that the acceptance 
of the award of the board was essentially compulsory. 
Thus it is only the voluntary nature of the ultimate settle- 
ment which renders the compulsory submission of a case 
to a board at all workable. To refuse to submit one’s case 
to a board, where the award is not binding, is a rather 
obvious confession that the case will not bear investiga- 
tion, and is likely to invoke the adverse influence of public 
Opinion. 
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In securing the submission of an industrial dispute to 
an impartial board, more than half the battle is won; for, 
in the proceedings before the board, both parties learn, 
as a rule, much more of the real merits of each other's 
case than is otherwise at all possible. Moreover, where 
there exists a constant fear of being committed to some 
objectionable decision by the evidence presented, in the 
case of compulsory arbitration, each party is particularly 
guarded in its own evidence, and particularly anxious to 
block or counteract the evidence presented on the other 
side. But where the evidence presented and the discussion 
before the board do not commit either side to more than 
they are ultimately willing to accept, and where they are 
not menaced by the selective whims of a press reporter, 
there is naturally much more freedom and latitude in the 
treatment of the case. Many phases of the subject are 
taken up, and vital relations of capital and labor dis- 
cussed, in a manner which is frequently of the greatest 
possible educational value to both sides, and the good 
effects of which are by no means confined to the case in 
hand. 

Considering how very seldom in their discussion of 
the merits of their respective cases the weaknesses of 
their own position and the strength of their opponents are 
frankly admitted, I have been agreeably surprised to find 
how readily in the end, even in the discussion before the 
board, but more particularly in the separate discussions 
afterwards, each side could be brought to concede the 
validity of their opponents’ position on many points. 
Another encouraging feature, considering what interests 
are at stake, is the general calmness and good feeling 
which prevail in the discussions before the boards. Occa- 
sionally the temperature may exhibit a sudden rise when 
some tender spot is rubbed, but such occurrences are rare. 
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Much the liveliest case we experienced, in the way of an 
exchange of picturesque compliments, was one in which 
two very respectable international unions were seeking 
to establish themselves on the same base and on the same 
side of it with reference to a railway company. 

There are many reflections suggested by the experience 
of the concrete cases which have been brought under the 
operation of the Canadian act, but only a few samples 
could be presented in this paper. The policy and method 
of the Canadian act by no means afford a certain remedy 
for industrial disputes. No practical man dreams that 
industrial disputes can be prevented from occurring, be- 
cause there will always be cases where justice unavoidably 
pertains to both sides. There are, however, many dis- 
putes which are chiefly due to historic prejudice, mutual 
ignorance, and misunderstanding, and it ought to be pos- 
sible to dispose of most of these, and to effect a working 
settlement in the case of many of the others. All that one 


may claim for the essential features of the Canadian act 
is that, if tactfully handled, they provide a reasonable 
method of securing the maximum of concession with the 
minimum of compulsion. 





THE CANADIAN INDUSTRIAL DISPUTES 
ACT—DISCUSSION. 


O. D. Sxetton: Professor Shortt’s admirable paper 
leaves little to be said on the working of the act which he 
has done so much to make a success. I wish mainly to 
emphasize a few of the points suggested. 

It is one of the chief merits of the Canadian measure 
that it aims merely to supplement collective bargaining, 
not to take its place. There is no desire, and so far no 
tendency, to make state regulation of the terms of in- 
dustry, as in Australasia, the normal procedure. Collec- 
tive bargaining is assumed as the regular and organic 
instrument of industrial peace; only when negotiations 
break down, and paralysis of one of the pivotal public 
utilities of the country is threatened, does the government 
step in and insist that a further attempt at settlement 
must be made, under the guidance of a board entrusted 
with the double function of making each side realize the 
other’s position, and of informing and focusing public 
opinion on the dispute. 

The conduct of the boards referred to by Professor 
Shortt is characterized by informality in procedure and ° 
by the endeavor to secure the assent of both parties to a 
basis of agreement before announcing decision. It is to 
be noted, however, that this course is not the invariable 
one. Several boards appointed under the act have assim- 
ilated their procedure to that of courts of law, and have 
contented themselves, court-wise, with delivering a judg- 
ment on the merits of the case, without further attempt 
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at securing agreement. The difference illustrates the all- 
importance of the personnel of the boards. 

It is interesting, in view of yesterday’s discussion, to 
note that in effecting a settlement no recourse seems to 
have been had to the marginal productivity theory of the 
schools or to any other single abstract principle. The 
condition of trade in general, the financial position of the 
company involved, the state of the labor market, the 
strength of the union organization, changes in the cost 
of living, are among the factors given weight. This 
means oftentimes compromise, but it does not, as is some- 
times charged, involve splitting the difference: there is 
a world of distinction between compromising in view of 
real factors of strength on both sides and splitting the 
difference between artificial demands. 

The framers of the act relied on the power of an 
informed public opinion to procure the acceptance of 
awards. Where the issues at stake were important enough 
to attract wide attention their trust has been justified. 
Even in such a case of seeming failure as the rejection 
by the Canadian Pacific Railway machinists of the board’s 
award, followed by a strike of 8000 men, it was very 
largely the unwonted and almost unanimous support of 
public and press—the men complained that only three 
newspapers in all Canada gave them aid—which enabled 
the company to persist with a crippled service and to 
import strike breakers by hundreds from Great Britain 
and thus end the strike. Public opinion plays a further 
réle, not at first assigned to it. The act provides penalties 
of fine and imprisonment for failure to submit a dispute 
to investigation before declaring a strike or lockout. It 
still remains to be proved, however, that these provisions, 
especially the imprisonment penalty, could be or should 
be enforced in the teeth of widespread and determined 
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resistance. The real sanction is the fear of public dis- 
favor. 

Labor organizations have been by no means unanimous 
in their attitude toward the act. The Trades and Labor 
Congress has twice approved the principle involved. The 
railway unions, more immediately concerned than many 
of the trades represented in the Congress, opposed the 
measure at its introduction, and still oppose it, though 
less irreconcilably. Among the out-and-out opponents 
of the act suggestions range from the complete abolition 
of its anti-strike provisions, as ably argued by Mr. David 
Campbell, of the Railway Telegraphers, to the somewhat 
paradoxical conclusion of Mr. J. H. McVety, of the 
International Machinists, that the act should be extended 
to cover all industries, acceptance of awards made com- 
pulsory, and boards elected by popular vote for a four- 
year term. More moderate critics, however, recognizing 
the improbability of such radical action, are directing 
their efforts toward securing the adoption of certain 
amendments, which will be laid before the Dominion 
government during the coming session of Parliament. It 
is impossible to forecast the exact scope of the demands 
to be made; among the specific suggestions recently made, 
however, there may be noted the following: the prohibi- 
tion of the importation of strike breakers into the locality 
while the investigation is pending—a demand in harmony 
with the spirit of the act, and fair in view of the handicap 
the men are under through being deprived of their 
strongest weapon, the power of sudden action; extension 
of the Alien Labor law to include Great Britain —a 
demand likely to incur much opposition on_ political 
grounds ; elimination of the provision that none but Brit- 
ish subjects are eligible to act as members of boards—a 
provision which is a play to the gallery quite out of 
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keeping with the realities of international unionism; and 
an amendment permitting officials of a union to declare 
that a strike is likely to occur if the act is not invoked, 
without going to the trouble and expense at present im- 
posed by the necessity of taking a vote of the members 
before making the declaration. At its Halifax convention 
in September the Trades and Labor Congress instructed 
its executive, in the event of the government refusing to 
grant the amendments desired, to submit a referendum 
on the advisability of repealing the act, to the trades 
affected, and pledged itself to abide by the result of the 
vote. 


Victor S. CLarK: Professor Shortt reveals his expe- 
rience in the field of arbitration by laying main stress in 
his paper on methods of administration rather than on 
the machinery of the Canadian act. For the main thing 
is the personnel of the boards and the way they interpret 


their duties—the success of the law depends upon the 
tact and fairness of the persons who operate it. Practi- 
cally, the machinery in itself is a subordinate thing. 

I do not think that public opinion alone will prevent 
strikes, though it may lessen their number and mitigate 
their evils. In New Zealand and Australia strikes are 
prohibited by law, investigated by public tribunals, and 
the merits of every dispute are brought fully before the 
bar of public opinion. That is, the sanction is public 
opinion backed by fines and imprisonment. But within 
two years there have been in New Zealand several impor- 
tant strikes in violation of the compulsory arbitration act ; 
and serious strikes have occurred in Australia in defiance 
of similar laws. The recent tram strike in Auckland, the 
largest city of the former colony, was a strike about as 
big and inconvenient for the public as could have hap- 






















178 American Economic Association 
pened in connection with a private enterprise, and it was 
settled by a special commission outside the arbitration act. 
The tram strike in Sydney, at nearly the same time, took 
a similar course. In neither case did public opinion play 
any appreciable part in preventing an open rupture be- 
tween employers and employees. Therefore I do not 
look forward with very sanguine expectation to seeing 
the Canadian law prevent strikes through public opinion 
alone. The great value of the act—and its value is great— 
lies in its providing a negotiating rather than an arbitrat- 
ing body, and in thus preventing strikes by bringing the 
parties to a voluntary settlement, and not by holding 
over them any sort of a club in the shape of a penalty— 
moral or otherwise—for striking. 

The stronger unions in Canada, directly affected by the 
law, are not favorable to its present provisions. This 
applies especially to the railway unions and the Western 
Federation of Miners. On the other hand, weaker unions 
regard the intervention of the government favorably. 
My impression is that the rank and file of the workers 
like the law better than do the leaders of the organiza- 
tions. At least my personal interviews with the men 
pointed that way. If a locomotive engineer or fireman, 
met on a railway platform, knew anything definite of the 
act, he spoke of it at least without hostility, and often in 
a friendly attitude; but all the general officers of the 
engineers’ and firemen’s unions seemed clearly opposed to 
the law. 

A chief argument against the Canadian procedure, on 
the part of well organized workingmen, is that it delays 
a settlement until the condition of the labor market has 
changed. The labor leaders say that, when free to strike 
on the moment, they can negotiate an agreement with 
their employers determining wages for some time to 




















Canadian Industrial Disputes Act—Discussion 179 


come, on the crest of the market,—when the demand for . 
labor is most active and wages are highest. But if they 
must delay in order to negotiate before striking, as the 
present law requires, their settlement is likely to be based 
on the state of the labor market at some date a month or 
two months later, when conditions are more favorable 
to employers. They ask pertinently enough whether, 
assuming labor to be in a market sense a commodity, the 
seller of any other commodity, like wheat or provisions 
or coal or pig iron, would care to submit to prices pre- 
pared for him some weeks after the time he thought most 
favorable for selling. 

I intended to underline several paragraphs of Profes- 
sor Shortt’s paper, but Professor Skelton has anticipated 
my comments. The Canadian law has up to the present 
promised better than any other law to prevent strikes. 
It does not touch—as do the Australasian statutes—the 
equally important question of sweating. We shall see— 
in fact we already do see—the latter acts turning more 
and more to remedying the ill condition of underpaid 
women and children, wage boards being substituted for 
arbitration courts; but, because this is less spectacular 
than stopping great industrial conflicts, it is sometimes 
regarded as a minor function——when it truly is a major 
function—of Australasian legislation. Into this field the 
Canadian law does not pretend to enter, but in its own 
peculiar field it gives most promising results. 











THE INFLUENCE OF INCOME ON STANDARDS 
OF LIFE. 


R. C. CHAPIN. 


It goes without saying that the standard of living at- 
tained does not depend simply upon income. The natu- 
ral environment—climate, the free gifts of nature—the 
social environment, whether urban or rural, the efficiency 
of government, the opportunities for recreation and edu- 
cation which are provided gratuitously—all these have a 
marked influence upon the plane of life that men attain. 
Furthermore, the actual comfort enjoyed by a given 
family depends hardly less upon the amount of its income 
than upon the wisdom displayed in applying it to the di- 
verse wants which it may be made to meet. The woman 
who “looketh well to the ways of her household” is as im- 
portant a factor in our time as she was in the days of 
King Lemuel. 

But into these wide aspects of the question it is not my 
business to enter. I shall deal with the influence upon 
the standard of living of income alone, and I purpose to 
consider the effect upon the standard, first, of variations 
in amount of income; second, of variations in sources 
of income. I shall draw for illustration largely upon the 
results of an investigation into the standard of living in 
New York City carried on in 1907 under the direction of 
a committee of the New York State Conference of Chari- 
ties and of the Sage Foundation. Returns were compiled 
from 391 families of four, five, and six persons each, 318 
having incomes between $600 and $1100. 
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I. Variations in amount of income.—It is plain that 
the larger the income, the larger are the possibilities of 
satisfaction. One of the evidences of a general rise of 
real wages in the nineteenth century is the increase in the 
number and kind of good things that are within reach of 
the ordinary man, and actually in his possession. We 
know, that is, that the rise of the standard of living so as 
to include trolley-rides and daily newspapers and silver- 
plated ware must be the result of a general increase in 
family income. But we can go farther than this. 
Ernst Engel has taught us to look at the apportionment 
of income among the principal objects of family expendi- 
ture, and to see just how changes of income work out in 
changes in the elements of the standard of living—what 
kinds of things are added as income increases, what are 
omitted as income falls. 

On the basis of returns from 199 Belgian families, 
gathered in 1855 by Ducpetiaux, Engel made out his fa- 
miliar table of percentage expenditures for Saxon fami- 
lies of three income-grades. He found that the poorest 
families, whose income was under $300 of our money, 
gave for food 62 per cent of all that they spent. Fami- 
lies having from $450 to $600 spent 55 per cent for food, 
and those with from $750 to $1000 spent 50 per cent 
for this purpose. Hence he made his generalizations 
that, as income increased, a less and less part of it was 
needed for food, and that the percentage of expenditure 
for food was therefore an index of the degree of pros- 
perity attained. He applied this standard in a later work 
to the wretched English peasants whose budgets had been 
collected by Eden in 1797, and found that the average of 
their food-expenditure was 73 per cent of their total ex- 
penditures. The generalization regarding the tendency 
of the food-percentage to diminish as the income increases 
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has been verified in many later compilations of family 
budgets. The Report of the United States Bureau of 
Labor for 1903, for instance, finds a decline in food-ex- 
penditure from 47 per cent among families having in- 
comes between $400 and $500 to 40 per cent for families 
with incomes between $900 and $1000. Colonel Wright’s 
Massachusetts investigation of 1875 showed a decline 
from 64 per cent for families having less than $450 a 
year to 51 per cent for families having over $1200 a year. 
As the demands of the stomach are more easily met out 
of the larger income, what expenditures are increased to 
correspond ? Engel’s Saxon tables show a constant percent- 
age for housing and for fuel and light, a slight increase for 
clothing, and a rise in the percentage allotted to expendi- 
tures outside of immediate physical necessities from 5 to 
10 and from 10 to I5 per cent as we ascend the income- 
scale. This indicates that, along with somewhat better 
provision for food and shelter, it is possible for the family 
to indulge in more attractive clothing and household fur- 
nishings, and to spend something for amusement, for 
reading matter, and for minor personal indulgences. 
All reports agree as to the broadening of the plane of 
living, with rising income, in regard to expenditure for 
the satisfaction of these culture wants. Not all, however, 
coincide with Engel’s data in regard to a constant per- 
centage for rent and for clothing. Colonel Wright’s fig- 
ures for the United States at large in 1901 show a nearly 
constant percentage for rent (17 to 18 per cent), but his 
Massachusetts report of 1875 shows a decline in the first 
three income-groups from 20 to 15.5 and then to 14 per 
cent, followed by a rise to 17 per cent and a drop to 15 
per cent. Recent investigations in New York, that of 
Mrs. More in her Workingmen’s Budgets, and that of the 
Committee of the New York Conference, agree in show- 
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ing a steady falling-off in percentage expenditure for 
rent with each increase of one hundred dollars in income. 
The percentages found in the latter inquiry were 24 for 
incomes between $600 and $700, and for successive in- 
come groups, rising by $100 stages, 22, 20, 19, 18, 16— 
the last for incomes over $1100. The congestion of popu- 
lation in New York, fortunately exceptional, doubtless 
accounts in part for the fact that in that city house rent 
claims one-quarter of the $600 incomes. 

An examination of the percentages expended for food, 
housing, and other purposes suggests that the proportion 
of income devoted to each of them may not always move 
in the same direction as we pass from one income-group 
to the next higher. The $400 families in the Labor Re- 
port of 1903 spend a higher percentage for food than the 
$300 families. If the comparison is carried far enough 
upward in the scale of incomes, a point is reached in New 
York where rent ceases to fall off in percentage expendi- 
ture, and clothing ceases to demand a larger proportion 
than in the group preceding. The fact seems to be that 
each of the three primary wants takes its turn in urging its 
claims most vociferously, and when these have been paci- 
fied, the desires for the things that make life worth living 
begin to be heard. In regard to each class of wants in 
turn a point of relative saturation is reached, and a more 
adequate satisfaction of the next one becomes possible. 

In New York City-the most imperative need on the 
lowest incomes is for housing. Some place of shelter 
must be provided, and, however wretched, it will not be 
cheap. Thirteen dollars a month was the average rent 
paid by seventy-two families whose average income was 
$650. But this amounts to $156 a year, or 24 per cent 
of the total income. When the cost of shelter demands 
a quarter of the whole income, food and clothing must 
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take what is left. But the accommodations obtained as 
the minimum that can be lived in by the families with 
$650 a year are practically good enough for those with 
an income one and two hundred dollars greater. Seventy- 
three families whose income averaged $846, spent only 
fourteen dollars a week on the average for rent. But 
this was only 21 per cent of their larger total expendi- 
ture. Meanwhile their food percentage was practically 
as high as that of the $650 group (44.3 per cent), repre- 
senting an increase in average amount expended from 
$290 to $360. 

In food the point of diminishing percentage was not 
reached until after the $1000 line was passed. The food- 
percentage increased, as with the families in the United 
States Labor Report of 1903, on passing from $400 to 
$500, and from $500 to $600. This may be due in part 
to exaggeration in the returns of expenditure for food. 
In part it was due to the fact that until an increase of 
$800 was reached one-third of the families were under- 
fed. The proportion of the total food-expenditure that 
was given for animal food increased, and that expended 
for cereal food diminished. The cost of animal food 
comprised 29 per cent of the total food bill of the fam- 
ilies in the $600 income-group, and 32 per cent of those 
in the $1000 group. Cereals dropped correspondingly 
from 21 to 17 per cent. The expenditure for alcoholic 
drinks increased, taking into account only those families 
that reported this item, from the average of $27.25, or 
4.2 per cent of the total expenditures in the $600 group, 
to $59.96, or 5.2 per cent, in the $1100 group. 

Clothing comes last of the three to a constant or a 
diminishing proportion of the expenditures. In the New 
York families under consideration the percentage expen- 
diture rises slightly with each increase of $100 in income 
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until the $1100 group is reached, and thereafter remains 
constant at about 15 per cent. 

The expenditures for other purposes than these three 
primary necessities are kept under until these wants are 
met. By the time something like an equilibrium among 
these three has been reached, say at $800 for our New 
York families, the expenditure for recreation, social obli- 
gations, care of the health, and all other purposes save 
fuel and light, claims a larger proportion of the income. 
The proportion is I per cent higher at $700 than at $600, 
but at $800 it rises from 14 to 16 per cent of the total 
expenditure, and continues to increase without sign of 
stopping. That is, the culture-wants are beginning to 
claim their own, which, under the necessity of keeping 
the wolf from the door, they could not be permitted to 
have. 

A striking example of this tendency of subsistence- 
wants to claim the lion’s share of all increasing income is 
found in Engel’s comparison of the Belgian returns of 
1853 with those of a similar investigation made in 1891. 
At the latter period, although the average income had 
nearly doubled, the expenditure for food comprised 65.7 
per cent of the total in 1891 as compared with 64.9 per 
cent in 1853. In fact, food, clothing, rent, and fuel and 
light consumed 96 per cent of the income in 1891 and only 
94 per cent in 1853. 

The same general conclusion as to the relative insist- 
ence of the several classes of wants may be drawn from 
another method of handling the New York returns. A 
minimum standard, as exact as could be determined, was 
applied to the expenditures for food, clothing, and hous- 
ing, and the number of families counted in each income- 
group who came short of the standard. For food, the 
minimum was set at an expenditure at the rate of 22 cents 
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per man per day, as calculated after the manner made 
familiar by Professor W. O. Atwater in the Bulletins of 
the Department of Agriculture. This figure was reached, 
after an analysis of one hundred of the family reports, 
by Dr. Frank P. Underhill, of Yale University, a compe- 
tent expert. Professor Atwater’s estimate on the basis of 
data gathered in New York City a few years previous, 
when a lower scale of prices prevailed, was from 23 to 25 
cents. For housing the minimum was fixed at one and 
one-half persons per room, that is, not more than six per- 
sons to four rooms. For clothing the minimum was set 
at an allowance of $100 for the assumed family of five 
persons, expenditures for washing being included in this 
sum. 

For our present purpose the accuracy of these estimates 
of a minimum requirement for physical efficiency does 
not concern us, but only the variations in the departures 
from them that appear in the several income-groups. 
Measured by these standards, of the families with in- 
comes between $400 and $500 all are underfed, 88 per 
cent are underclad, 63 per cent are overcrowded. That 
is, the want of shelter is being satisfied at the expense of 
food and clothing. In the next income-group ($500- 
$600), the underfed are 65 per cent, the underclothed, 
as before, 88 per cent, the overcrowded 71 per cent. In 
paying more attention to the need for food, less attention 
is paid to shelter. A higher rental is paid, but more per- 
sons are crowded into the accommodations offered. In 
the next income-group ($600-$700) the underfed have 
fallen to 33 per cent, the underclad to 63 per cent, the 
overcrowded to 57 per cent. For every income-group 
thereafter, the overcrowded families preponderate over 
both the other classes. Even in the $1100 income-group 
21 per cent are overcrowded, but none underfed, and 
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only 6 per cent underclad. These figures, taken as a 
whole, imply that the most urgent need at the minimum 
income is for shelter, out-clamoring not hunger perhaps, 
but at least the want of adequate food. With a larger 
income a pause can be set to the desire for better housing, 
while more attention is given to the providing of food. 
With an income still larger, of $900 and above, the defici- 
encies in diet are supplied, and at $1000 the minimum 
allowance for clothing has been attained by practically all 
the families. Not even at this point, however, does the 
desire for adequate housing, at the price which must be 
paid for it, suffice to persuade more than three-fourths of 
the families to go without enough of other things to 
secure it. 

Another alternative to expansion of expenditures, for 
whatever purpose, as income increases, is saving. Saving 
becomes easier, as income increases. But the point where 
savings begin is not necessarily the point where a stand- 
ard even of physical efficiency is attained. There are 
families that save at the expense not only of comfort, but 
even of health, and there are families that no increase of 
income would induce to save. Of the underfed families 
just alluded to, one-half reported a surplus of income 
over expenditure of at least $25; 65 per cent of the fam- 
ilies reckoned as underclothed, and 44 per cent of the 
overcrowded likewise reported such a surplus. When this 
is compared with the percentage of all families that re- 
ported a surplus, namely 36.5, it seems fair to infer that 
the desire to save represses expenditures to meet actual 
physical necessities. 

On the other hand, by no means all families on a larger 
income preferred saving to spending. Not until $1300 
is reached is there a constant increase in the number of 
families that report a surplus of income over expendi- 
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tures. This indicates that there are Micawbers on large 
incomes as there are misers on small incomes, but also 
that the social influences of New York City, at least, 
encourage adding to the good things included in stand- 
ards of living quite as much as they encourage saving. 
The proportion of savers among the Russian and Italian 
families was found to be much higher than among fam- 
ilies of more thoroughly Americanized stock. 

On the whole the conclusions drawn from the New 
York investigation substantiate the restatement of Engel’s 
“laws” given by Stephan Bauer in his article “Konsum- 
tionsbudget” in Conrad’s Handwérterbuch, as follows: 


With increase of income: 

1. The proportion spent for food, especially for vege- 
table food, falls. 

2. The proportion saved constantly increases. 

3. The proportion spent for housing, fuel, light, falls 
until a certain income is reached, then remains constant or 
increases. 

4. The proportion spent for animal food, drink, cloth- 
ing, culture, and recreation rises until a certain income is 
reached, then remains constant or falls. 


II. Source of Income.—The real standard of life en- 
joyed by a family is profoundly influenced by the sources 
from which its income is derived. To explain, let me 
make a classification, on the basis primarily of amount 
of income, of the relation of income to family life. Let 
us consider five classes : 

1. The income is so small that the family cannot be 
maintained, but is broken up. Our charitable societies are 
only too familiar with cases of this kind. The father is 
incapacitated by accident or disease, or the supplementary 
earnings of other members of the family are cut off— 
from whatever cause, the income is diminished to a point 
where it is so far below the needs of the case that unless 
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liberal relief is given the family must be broken up and 
the children provided for outside of the home. 

2. The income is inadequate to the maintenance of a 
normal standard, but the family is kept together, living 
on a plane below the requirements for the working effi- 
ciency of the parents and the healthful bringing up of the 
children. It is possible to maintain life for a long time 
on a diet of bread and tea. Human beings can exist 
although sleeping three or four in a room. Dr. Fore- 
man’s budgets of the Washington poor contained in- 
stances of regular underfeeding for one week in each 
month—the week in which the monthly rent had to be 
paid. The figures already cited regarding underfed and 
overcrowded families, even on incomes of $700 and $800, 
are evidence that cases of this class are only too frequent. 
The outcome in the long run is the early extinction of the 
family under the attacks of disease, or race deterioration, 
as in the case of the London “hooligan”. 

3. The income adequate in amount, but adequate be- 
cause the wages of the father are supplemented by the 
earnings of his wife and children. Such a family may 
maintain a normal standard, provided the children are 
fairly of working age and are not overworked. But 
where the mother’s employment takes her away from the 
home and where the children are set to work too young, 
the real standard of living is lowered. The family income 
cannot be as wisely expended when the mother is away 
all day, and the addition of outside employment to the 
woman’s domestic work makes a burden that often im- 
pairs her health. The earlier a child goes regularly to 
work, the more is cut off from his rightful inheritance of 
opportunity to improve upon his father’s standard of 
living. 

4. The income adequate in amount, but made adequate 
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by taking in lodgers or boarders. This case is similar to 
the preceding, and the effect upon the solidarity of the 
family, economic considerations aside, is hardly less de- 
plorable. The taking of lodgers not only introduces out- 
siders into the midst of the family, but it frequently 
means an impairment of a normal standard in the matter 
of housing. Recent investigations have brought out the 
facts regarding the crowding of many tenements with 
lodgers. The relative frequency of the practice is perhaps 
indicated by the fact that one-half of the families included 
in the investigation of the New York Conference Com- 
mittee were taking lodgers. The proportion increased 
with the increase in amount paid for rent—23 per cent 
of families paying from $10 to $14 a month for rent took 
lodgers, but they were taken by 62 per cent of the families 
paying over $16 a month. The results in overcrowding 
are shown in the fact that 70 per cent of the families 
having lodgers were reported as below our arbitrary 
standard of housing accommodations. 

5. Families with adequate income, derived from sources 
such that the well-being of the family is not impaired. 
These families are the only ones that can be said to have 
reached a decent standard of living. They are the only 
ones in which the children have a “white man’s chance” 
for the future. They are, for the most part, families 
supported by the father alone, or by children who are far 
enough along to handle their own wages and pay their 
own board into the family treasury. The number of 
families where the father really supports the family is 
not so large, among the wage-earners of our American 
cities, as is popularly supposed. Especially in those occu- 
pations where men’s wages are not over two dollars a day 
they are the exception, not the rule. Forty-eight of the 
laborers, teamsters, and garment workers included in the 
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New York Committee’s report, gave in a family income 
of from $800 to $1000; but in thirty-eight cases the 
father’s earnings were supplemented from other sources. 
In almost every compilation of workingmen’s budgets 
that has been published in this country has appeared 
the same frequency of composite incomes among fam- 
ilies reporting the higher amounts for: total income. 
Further, among the families with composite income the 
proportion of underfed and of families reporting deficit 
is greater than among the whole number of families. 
This means, of course, that the family of & man with a 
$600 wage can maintain a standard that calls for an ex- 
penditure of $800 only by endangering the integrity of 
the family life by taking lodgers or sending mother and 
children out to work. In other words, the standard of 
wages does not reach the standard of living. 

The influence of income on standard of living, there- 
fore, may be traced in reference both to amount and 
sources of income. As the amount of income increases 
expenditures increase most rapidly along the line of the 
strongest desire, unsatisfied hitherto. This desire is likely 
to be the desire for better food, then for better clothing 
and shelter, until what may be called a saturation point 
for these essentials has been reached. As this point is 
approached, expenditures for things not connected with 
immediate material subsistence claim a larger share of 
the income, and finally increase most rapidly of all. At 
what point the desire for material subsistence is offset by 
the desires for cultural goods, or by the desire to save, 
cannot be determined exactly. A minimum point is fixed 
by the environment, natural and social. The education of 
the particular family, the custom of its social equals, are 
the forces that determine at what point above the subsist- 
ence minimum the income will be diverted from physical 
satisfaction to the meeting of higher wants. 
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The maintenance of a decent standard depends on the 
father’s earning, in ordinary cases, enough to meet the 
wants of the family until the children are really fit to go 
to work. When the father’s earnings have to be supple- 
mented by the earnings of others, or by taking lodgers, 
the standard of life is lowered and the integrity of the 
family is imperiled. 





THE FAMILY IN A TYPICAL MILL TOWN. 
MARGARET F. BYINGTON. 


The effect of our industrial system on family life is in 
most cities rendered indefinite by the presence of compli- 
cating factors. In a small community, however, which is 
dependent on a single industry, the factors of the problem 
are simplified, and therefore the relation is clearer and the 
conclusions are more obvious. 

For this reason I venture to offer a very simple and 
concrete description of the type of family and the condi- 
tions of family life in a steel-mill town, believing that it 
may serve at least as an illustration for this afternoon’s 
discussion. The facts offered are the result of a six 
months’ investigation as to the cost of living in Home- 
stead, and are, I believe, true in the main of the steel 
towns of the Pittsburgh district. 

When in 1881 Klomans started to build a small steel 
mill, he located it in a village seven miles from Pittsburgh, 
appropriately enough called Homestead. The industrial 
development of the city had seemed too remote to affect 
it. But the mill became a part of the United States Steel 
Corporation and is now the largest steel plant in the 
world, while the village, which has grown with it, now 
has a population of about 25,000. Not only did the initial 
impulse of the town’s growth come from the mill, but 
throughout, the industry has, for two reasons, definitely 
determined Homestead’s development; one, that as there 
is no other considerable industry in the town the men are 
dependent for occupation on the mill; the other, that 
since the strike of 1892, when the power of the Amalga- 
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mated Association came to an end, the corporation has, 
by its decisions as to wages and hours of labor, deter- 
mined, practically without hindrance, the conditions un- 
der which the men live. Because of these two factors 
we may consider that the social and economic institutions 
of Homestead are typical of those which a powerful, or- 
ganized industry is likely to develop: a statement limited 
by the fact that conditions would be very different in a 
community where the prevailing industry was of another 
type. 

The conditions to be discussed are simplified by a 
marked homogeneity of type in the families of Home- 
stead, in itself a result of the industrial situation. Marked 
distinctions of wealth are totally absent. Two groups do 
indeed exist with different standards and no common in- 
terests,—the Slavs, and the English-speaking workers,— 
but this distinction is of race rather than of wealth. The 
Slavs are usually day laborers, while the majority of the 
English-speaking men are skilled or semi-skilled; but in 
spite of these differences both groups are wage earners. 
Even the number of professional men is not as large as 
in a town farther from the city, while the owners of the 
mill—the stockholders—scattered throughout the coun- 
try, knowing their property only as a source of dividends, 
have no part or interest in the town’s development. Asa 
result, this town of workingmen has not the lack of 
mutual understanding resulting from great differences in 
wealth and standards, but neither has it the stimulus 
which comes from the presence and leadership of men of 
education and leisure. What the town offers is what the 
working people have created for themselves under the 
conditions imposed by the industry. 

From the standpoint of family development, probably 
the most significant fact about the town is that it offers 
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work for men only. Aside from the steel mill and one 
machine shop, the only work in the town is in providing 
for the needs of the workers, with but chance work for 
women. As Pittsburgh is a forty-five minutes’ car ride 
distant, the work it offers is not easily available. The 
wage in the mill, moreover, though by no means abund- 
ant, is fair and steady. The laborer earns at a minimum 
rate of 1614 cents an hour, $1.65 a day, while the semi- 
skilled or skilled workers earn from $2 to $4, and occa- 
sionally as high as $5 or $6 a day. 

The work is, in addition, regular. From the panic of 
1893 to that of 1907 I am told that the mill was not shut 
down for a single day. The day men, therefore, who are 
paid their full wage unless the mill actually closes, have 
a steady income the year round, except in periods of 
industrial depression. The tonnage men, who are paid 
according to output, do feel even a temporary cutting 
down of orders, but, as they are the ones who ordinarily 
receive the highest pay, the occasional lessening of their 
wage is not so disastrous. 

As a result of these factors, the town in general seems 
to have adopted the position that the women should stay 
at home, and by good housekeeping make the money go 
a long way, rather than go out to work and earn a little 
more. This is shown concretely in the incomes of those 
families whose budgets were secured for the investigation. 
Among the English-speaking people the husbands and 
sons contributed practically the entire income, 92.8 per 
cent among the native whites and 94.6 per cent among 
the English speaking Europeans. There was no income 
from the work of women unless one would so consider 
what was received from lodgers. This constituted 4.6 
per cent of the total income in the European group and 
2.7 per cent among the native white. 
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We find, then, that as a result of the kind of work 
offered the town consists of a group of workingmen’s 
families in which the man is the breadwinner. The effect 
of the industrial situation is further shown in the work 
of the children. The girls show little more tendency than 
their mothers to become wage earners. In the thirty- 
eight English-speaking families there were fifteen girls 
over fourteen, not one of whom was at work. Four were 
in the high school, the remainder at home helping with 
the housework. While this is probably an extreme figure, 
as some girls in Homestead do go to work in stores or 
Offices, it reveals a general feeling in the town that “The 
home is woman’s sphere.” While one may question 
whether from the standpoint of the present the additional 
income from the girl’s wages would not add more to the 
comfort of the family than her help in the household, 
from my acquaintance with housekeepers of all sorts I 
am convinced that good home training is invaluable in 
preparing girls for their own homes later. The four 
champion housekeepers of my acquaintance were the 
daughters of Pennsylvania farmers. One of them, when 
I expressed my surprise at how much more she had 
accomplished than others with the same income, gave as 
the reason for her success that girls who had been in 
stores or factories had no training in management and 
were quite helpless when they faced a housekeeper’s 
problems. 

The situation, as far as the sons is concerned, is some- 
what different. Fifteen of the seventeen boys over four- 
teen were at work contributing, among the whites 9.6 per 
cent, and among the English-speaking Europeans 18 per 
cent of the total income. Though the other two boys 
were still in the high school, we find on the whole a 
marked absence of interest in academic or even in tech- 
nical training for these sons. As the daughters, instead 
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of learning trades, are at home becoming practical house- 
keepers under their mothers’ direction, so the sons, fol- 
lowing in their fathers’ footsteps, are entering directly 
into the practical work of the mill to get there the training 
for future success. That the best paid men in the mill, 
such as rollers and heaters, have secured their jobs 
through experience in the mill rather than through out- 
side training, has doubtless much to do with this attitude. 
Through the influence of the fathers, the boys sometimes 
go into the mechanical department, or get what are known 
as pencil jobs, where the work is light and apparently 
more gentlemanly, but where the pay is seldom so high. 
Usually, however, they begin in the regular boy’s work, 
as messenger boys in the yards, or door openers. Though 
this gives no special training for the future, as the line 
of promotion is not usually open, a boy has a good chance 
of becoming at least a semi-skilled workman on fair pay. 
Promotion is sometimes unduly rapid, however, so that 
boys of sixteen or eighteen are earning men’s wages, with 
little chance of further promotion. One woman, who 
regretted that her son had not learned a trade, said that 
he was unwilling to go through a long apprenticeship 
when in the mill he could earn good pay at once. In spite 
of the fact that because of long hours and the danger 
from accident women often wish their sons to take some 
other work, they usually do go into the mill. This means 
that, as for some years they stay at home and contribute 
their share to the family income, they create a period of 
economic prosperity. The family is at this time often 
able to make extra provision for the future, as, for in- 
stance, buying a house. 

We find, then, that the industry has by its very nature 
helped to create a normal type of family life. But in those 
factors where it has a choice open to it, such as wages 
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and hours, has it by its decisions made possible for these 
families a genuine home life, a carrying out of their ideals 
for themselves? For two facts must be considered in any 
study of standards of living,—one the limitations or op- 
portunities from without, which the family cannot affect, 
the other those family ideals, sometimes limited in them- 
selves, sometimes hampered by outside forces, which are 
continually struggling toward realization. How far are 
Homestead’s ideals realizable on the pay the mill offers? 

It is impossible in the limits of this discussion to con- 
sider at all in detail the results of the budget investigation 
in Homestead. Figures are too complicated without elab- 
orate explanations. A few facts, however, may be used 
in this general discussion. | 

To my mind the fundamental fact brought out by the 
investigation was that the question of expenditure is 
always one of choices, of doing without some things in 
order to get others. This may seem axiomatic, but when 
applied to a wage of less than $12 a week it expresses 
pretty much the whole problem of life. Do we find that 
in order to carry out ideals of home life, such as having 
an attractive house, making due provision for the future, 
or buying a house, certain absolute essentials must be gone 
without? Any study of the budgets of families receiving 
less than $12 a week, or even those earning from $12 to 
$15, demonstrates very clearly that this is the case. As 
the unskilled men who earn $10 and $12 a week compose 
58 per cent of the employees, it is worth while to consider 
briefly the problem which this large percentage of Home- 
stead’s population is facing. 

To indicate its extent I will give the average expenses 
of forty families with an income of less than $12 a week. 
Of a total expenditure of $530 a year, $241 goes for food, 
$103 for rent, $50 for clothing, $18 for furniture, $25 





The Family in a Typical Mill Town 199 


for fuel, $11 for medical care, and $13 for tobacco and 
liquor. In addition, an average of $38 was spent annually 
for insurance, leaving but $31 a year for amusements of 
all sorts, church expenses, savings, and the necessary 
sundries. Now, obviously no one of these items is ade- 
quate, to say nothing of being superabundant. Rent, for 
example, at $2 a week provides only a two-room tenement, 
and that without water or toilet in the house. Food at 
$4.64 a week would mean for a family of five only twenty 
cents a day, two cents a day less than Professor Chitten- 
den estimates as absolutely essential in New York. Fifty 
dollars for clothing is just one-half the sum Mr. Chapin 
gives as necessary. The tobacco and liquor item, which 
is especially large among the Slavs, could of course be 
cut with profit, but in no other way can that pitiably small 
sum of $31 be increased. Yet from that sum savings 
must come if there are to be any. 

The different nationalities meet this problem in vary- 
ing ways, according to their ideals. Among the native 
white families a comfortable house is an essential proof 
of respectability. Consequently, we find that they spend 
for rent 21.2 per cent, as against 16.4 per cent among 
the Slavs. On the other hand, the Slav spends 54.3 per 
cent for food, while the native white spend but 44.7 per 
cent. That is, the Slavic family will have enough food 
anyway, while the American demands a big enough 
house. Inadequate food or bad housing alike endanger 
physical efficiency, while with overcrowding any sem- 
blance of home life becomes impossible. In neither group 
is there any margin for amusements. 

It is not a question of good management. The clever- 
est housekeeper I know was doing marvelously on $14 
a week, and the following statement of her average ex- 
penditure for eight weeks sliows how she did it: Food, 
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$7.05; clothing $0.57; household expenses, $0.59; rent, 
$2.50; insurance and lodge dues, $0.65; church and 
charity, $0.09; recreation and spending money, $0.03; 
doctor $1.46; sundries $0.35. Though, as you may see, 
she was keeping the unessential elements of expenditure 
at their lowest point, her food supply was still quite in- 
adequate. I found by a rough estimate that it was de- 
ficient about 20 per cent in both proteids and calories. 
The budget revealed a wise choice of foods aside from a 
possibly extravagant expenditure for fresh fruit and 
vegetables. If a skillful woman of Pennsylvania Dutch 
stock cannot manage on this wage, what can be expected 
of the average housekeeper ? 

The necessity of facing these problems three times a 
day has its effect also on the overtaxed mother. One 
woman, who on an income of from $2 to $3 a day was 
providing for five children, had bought a small farm and 
was carrying heavy insurance. In order to accomplish 
this, she told me, she must not spend even five cents for a 
visit to the nickleodeon. When she described to me her 
hunts for bargains and her long hours of sewing to make 
her girls presentable, I did not wonder that she had the 
reputation of being a cranky person. 

These two women were Americans, but by far the 
largest majority of the laborers are Slavs, and it is 
among them that we find the worst results of the low 
wage. 

The mill has sent out a call for young vigorous men 
who will do its heavy work for a small wage. In answer 
to this has come a great number of Slavic immigrants. 
As is often true of a new group, most of these men are 
either single or with families in the old country. Of the 
3602 Slavs in the mill, 1099, or 30.5 per cent, were single 
men. This has had a disastrous effect on the family life 
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of the Slavs, for these men usually board in families of 
their own nationality who live in the wretched courts in 
the second ward of Homestead. A study made of twenty- 
one of these courts revealed appalling conditions. Among 
the 239 families living there, the 102 who took lodgers 
had on an average four persons to a room. Fifty-one of 
these families—more than one-fifth—lived in one room. 
The two-room tenements were not infrequently occupied 
by a man, his wife, two children, and two or three 
boarders. Under these conditiens any genuine family 
life becomes impossible. 

The death rate among the children is high, twice as 
high as in the other wards of Homestead. Moreover, 
training children under these conditions is difficult, and 
a terrible knowledge of evil results from the close min- 
gling of the children with this group of careless, drinking 
men. 

Aside from the presence of these single men and a 
growth of population with which the number of houses 
has not kept pace, the overcrowding is due to the domi- 
nant ambition of the Slav to own a bit of property here 
or in the old country, or to have a bank account. As we 
have seen, strenuous economies are necessary if their 
desires are to be attained. That it is ambition rather than 
a permanently low standard which is responsible for the 
bad conditions is shown by the comfort and even good 
taste displayed by some who have succeeded in buying 
their own homes. 

These people do need, however, to have impressed 
upon their minds the value of education. There is no 
effective school enumeration, the responsibility is divided 
between the public and parochial schools, and it is easy 
enough, where the parents are indifferent, for the chil- 
dren to drift away from regular attendance. As the steel 
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mill with its heavy work and enormous machinery cannot 
utilize the work of children, there is almost no child labor 
problem in Homestead; but usually as soon as the chil- 
dren are fourteen they start in to work. 

Between ignorance and ambition these newcomers are 
failing to secure for themselves or their children a real 
home life that will result either in the physical or moral 
efficiency of the next generation. The mill, which 
demands strong, cheap labor, concerns itself but little 
whether that labor is provided with living conditions that 
will maintain its efficiency or secure the efficiency of 
the next generation. The housing situation is in the 
hands of men actuated only by a desire for the largest 
possible profit. The more intelligent members of the 
community, on the other hand, though realizing the 
situation, do not take their responsibility for the aliens 
in their midst with sufficient seriousness to limit the 
power of these landlords. The Slavs, moreover, people 
used to the limitations of country life, are ignorant of the 
evil physical and moral effect of transferring the small 
rooms, the overcrowding, the insufficient sanitary pro- 
visions which may be endurable in country life with all 
outdoors about them, to these crowded courts under the 
shadow of the mill. 

Summing up the results of indifference on one side and 
ignorance on the other, we find a high infant death rate, 
a knowledge of evil among little children, intolerable 
sanitary conditions, a low standard of living, a failure 
of the community to assimilate this new race in its midst. 

As we waited in one of the little railroad stations in 
Homestead, a Slovak came in and sat down next to a 
woman and her two-year-old child. He began making 
shy advances to the baby, and coaxing her in a voice of 
heart-breaking loneliness. But she would not come to 
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him, and finally the two left the room. As they went he 
turned to the rest of the company, and in a tone of sad- 
ness, taking us all into his confidence said simply, “Me 
wife, me babe Hungar.” But were they here it would 
mean death for one baby in three; it would mean hard 
work in a dirty, unsanitary house for the wife; it would 
mean sickness and much evil. With them away, it means 
for him isolation and loneliness and the abnormal life of 
the crowded lodging house. 

While this low wage, either among Slavs or Ameri- 
cans, is insufficient to maintain a standard of physical 
efficiency, the industry adds further that element of un- 
certainty for the future so destructive to ambitions and 
plans. Accidents are frequent. Even though they are 
not often fatal, one that lays a man up even for two 
weeks has a disastrous effect on a slender surplus. One 
family had saved $300 to buy a house, but when the man 
was injured by a weight falling on his feet, and was laid 
up for six weeks, $80 went from the surplus. Soon after, 
last winter’s hard times came, and practically all the 
savings had to go for food. Now the wife wonders 
whether, with all these possibilities of disaster, she will 
ever dare to put all her savings into a house. 

In addition, cuts in wages are made periodically. As 
these most frequently affect the better paid men, even 
they cannot start out on any plan involving a number of 
years without realizing that before the end of the time 
conditions may have changed so as to make its carrying 
out impossible. 

By the twelve-hour shift as well as by the low wage the 
mill is affecting the lives of these families. Though the 
long hours and hard work may seem to be hardships that 
only the man would feel, they do react on family life. 
Not only do his weariness and his irregular hours make 
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him less inclined to enter into the family pleasures, but 
he also fails to change—through political or other ac- 
tion—the conditions under which they live. Because of 
this weariness-induced apathy, a man usually stays at 
home and smokes his pipe instead of troubling himself 
with outside affairs. This tendency is doubtless intensi- 
fied by conditions within the industry. As since the strike 
of 1892 there have been no labor organizations in the 
town, the men do not meet to discuss the conditions under 
which they work, and accept passively whatever is of- 
fered. This same indifference seems to affect their atti- 
tude toward politics, so that instead of taking an active 
part they allow the wholesale liquor interests to dominate. 
Yet, through schools and through sanitation, the political 
situation does bear a close relation to family problems. 
In Homestead, for instance, the drinking water comes, 
only partly filtered, from a river which has already re- 
ceived the sewage of a number of towns and cities. The 
man continues to go three times a day for water from a 
neighbor’s well, and pay him fifty cents a month for the 
privilege, instead of insisting that the borough provide a 
decent supply. There are no ordinances requiring land- 
lords to put water or toilets in the houses, though the 
family are longing for the day when they can move to a 
house with these conveniences. An industrial situation 
which creates an attitude so passive that men accept with- 
out protest perfectly remediable evils that immediately 
affect the family is a serious one. 

These long hours have a further harm in their ten- 
dency to lessen the demand for amusement. Aside from 
roller skating rinks and the five-cent variety shows known 
as nickleodeons, there is, outside of the home, no real 
chance for amusement save the ever-present light and 
refreshment offered by the fifty or more saloons which 
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Homestead licenses. The mothers, who realize that the 
rinks are a source of danger to the girls, and the saloons 
a menace to family happiness, make a heroic and often 
pathetic effort to keep the home attractive enough to 
offset these temptations. While the results are perhaps 
not undesirable when the mother succeeds, every woman 
is not a genius, and when she fails there is little whole- 
some amusement to compensate for her failure. The 
people do not want this provided for them by philan- 
thropy. When speaking of the Carnegie library, men 
often said to me, “We didn’t want him to build a library 
for us; we should rather have had higher wages and 
spent the money for ourselves.” Aside from the money, 
—and the margin for amusements as we have seen is 
painfully small,—they need the leisure to plan and enjoy. 
The town offers to its inhabitants the chance to work, 
but it gives them little chance to play. And yet play is 
essential if even physical efficiency is to be maintained. 

To sum up the situation, then, we find that the mill by 
the nature of the work offered helps to develop a normal 
family type, but because of low wages, long hours, and 
opposition to industrial organization, it has done much 
to hamper the family in carrying out its ideals. 

May I, in conclusion, state briefly what facts as to the 
relation of. family to industrial life were clarified in my 
own mind by this investigation? In the first place, in a 
town dominated by one industry the type of family is 
largely determined by the nature of that industry. The- 
oretical discussions as to the normal family have little 
effect, even the ideals of individual families must often 
be modified to meet this situation. In a cotton-mill town, 
for example, we are almost sure to find the women at 
work, while in a steel town it is the man’s place to earn 
and the woman’s to spend. This relation, obscured in 
commercial or large manufacturing centers, stands out 
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clearly in Homestead with its one industry. In the sec- 
ond place, the industry limits the development of the fam- 
ily life by the effect of long hours and overwork, and the 
absence of the stimulus which trades unions might supply. 
These react on the family, not only in the man’s personal 
attitude toward them, but through his failure by political 
or other united action to improve the conditions under 
which they live. 

The most obvious and fundamental relation of industry 
and family is the economic one. Without the background 
of a sufficient wage, even such a distinctly domestic virtue 
as thrift becomes not only impossible but harmful. If to 
buy a house means to underfeed the children, if to have 
a bank account means to take lodgers till there is no pos- 
sibility of home life, we are certainly foolish to laud the 
man who realizes these ambitions, and class as extrava- 
gant and thriftless those who do not. Our preaching 
must have a closer relation to the economic situation of 
the families. 

In years gone by the family was the industrial unit, the 
work was done in the house, was close to the problem of 
the home, and the two developed together. The family 
ties were strong and the industrial conditions strength- 
ened them. Now the situation is changed, and the in- 
dustry is dominant. More and more the very nature of 
the family, its ideals, and its everyday existence are alike 
moulded by the opportunities for work. If we are to 
keep any abstract ideals of what family life should be, 
and are to translate these into actualities, our primary 
query must be whether our industrial system makes them 
possible. Without the development of the personal vir- 
tues economic prosperity might be futile, but the converse 
is also true. In Homestead at least, I believe, there are 
more ideals than the industrial situation allows to become 
realities. 





RESULTS OF THE PITTSBURGH SURVEY. 
EDWARD T. DEVINE. 


The Pittsburgh Survey represents one way of studying 
family life in an industrial and urban community. The 
method of personal observation by an individual investi- 
gator is obviously inadequate to such an undertaking. 
Life is too short, prejudices too ineradicable, individual 
qualifications too specialized, the personal equation too 
disturbing, to permit any single individual, however 
gifted, to see for himself the community as a whole, and 
to measure the influences and forces that shape the family 
destiny. The writer who boasts that he has known many 
cities, if by that he means that he has known them inti- 
mately by the method of first-hand observation, invites 
distrust. The Chicago stockyards district alone, or the 
lower East Side of New York, or the Pittsburgh steel 
district, affords a problem too complex and difficult for 
any single-handed observer and reporter of social condi- 
tions. Individual inquiry and personal interpretation have 
brought us a certain distance, but they cannot take us 
much further. Their limitations have suggested the plan 
which we have tried in the experiment the results of 
which you have asked us to lay before you. That plan 
is, in a word, to organize a staff to survey the community 
as a whole, a group working under common direction, 
and rapidly enough so that the results refer to a particu- 
lar period and to relatively definite conditions which can 
be clearly described. 

Whether in this first experiment we have succeeded, is 


of course still to be determined, but this was the under- 
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lying idea of the Pittsburgh Survey. In attempting thus 
to reckon at once with the many factors of the life of a 
great industrial community, we may not have been able 
to go so deeply into most of them as, for example, special 
inquiries have gone into tuberculosis, child labor, housing, 
or the standard of living; although on the other hand we 
may have gone into others, such as the cost of typhoid, 
the effect of industrial accidents, the status of the steel 
workers, the boarding-boss system, and the place of 
women in modern industries, more deeply than has here- 
tofore been attempted. In any case our main purpose has 
been to offer a structural exhibit of the community as a 
whole and not to make an exhaustive investigation of any 
one of its aspects. We have not dealt with the political 
mechanism, and we have not to any great extent dealt 
with vice, intemperance, or the institutions by which the 
community undertakes to control them. We have dealt 
in the main with the wage-earning population, first in its 
industrial relations, and second in its social relations to 
the community as a whole. 

There are certain immediate, tangible results in Pitts- 
burgh. An Associated Charities, an increased force of 
sanitary inspectors, a comprehensive housing census, a 
typhoid commission, and a permanent civic improvement 
commission are certainly very tangible and striking re- 
sults, especially as they are in the nature of by-products 
to an investigation concerning which very little has as yet 
been published. 

These development, however, interesting and gratify- 
ing as they are from the point of view of social progress 
in the community, are probably not the results of the 
survey which are in your minds, as you forecast this 
discussion. I take it that what is of interest to the 
Economic Association and the Sociological Society is 
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rather the answer to the question: Have you really found 
out anything about Pittsburgh that we did not know per- 
fectly well before? What are the results of your survey 
for students of society and of industry? The discoveries, 
then, which I have to report, are as follows, taking the 
adverse results first: 

I. An altogether incredible amount of overwork by 
everybody, reaching its extreme in the twelve-hour shift 
for seven days in the week in the steel mills and the 
railway switchyards. 

II. Low wages for the great majority of the laborers 
employed by the mills, not lower than in other large cities, 
but low compared with the prices—so low as to be inade- 
quate to the maintenance of a normal American standard 
of living ; wages adjusted to the single man in the lodging 
house, not to the responsible head of a family. 

III. Still lower wages for women, who receive, for 
example, in one of the metal trades, in which the propor- 
tion of women is great enough to be menacing, one-half 
as much as unorganized men in the same shops and one- 
third as much as the men in the union. 

IV. An absentee capitalism, with bad effects strikingly 
analogous to those of absentee landlordism, of which also 
Pittsburgh furnishes noteworthy examples. 

V. A continuous inflow of immigrants with low stand- 
ards, attracted by a wage which is high by the standards 
of southeastern Europe, and which yields a net pecuniary 
advantage because of abnormally low expenditures for 
food and shelter, and inadequate provision for the con- 
tingencies of sickness, accident, and death. 

VI. The destruction of family life, not in any imag- 
inary or mystical sense, but by the demands of the day’s 
work, and by the very demonstrable and material method 
of typhoid fever and industrial accidents, both prevent- 
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able, but costing last year in Pittsburgh considerably 
more than a thousand lives, and irretrievably shattering 
many homes. 

VII. Archaic social institutions such as the aldermanic 
court, the ward school district, the family garbage dis- 
posal, and the unregenerate charitable institution, still 
surviving after the conditions to which they were adapted 
have disappeared. 

VIII. The contrast—which does not become blurred by 
familiarity with detail, but on the contrary becomes more 
vivid as the outlines are filled in—the contrast between 
the prosperity on the one hand of the most prosperous of 
all the communities of our western civilization, with its 
vast natural resources, the generous fostering of govern- 
ment, the human energy, the technical development, the 
gigantic tonnage of the mines and mills, the enormous 
capital of which the bank balances afford an indication, 
and, on the other hand, the neglect of life, of health, of 
physical vigor, even of the industrial efficiency of the 
individual. Certainly no community before in America 
or Europe has ever had such a surplus, and never before 
has a great community applied what it had so meagerly 
to the rational purposes of human life. Not by gifts of 
libraries, galleries, technical schools, and parks, but by 
the cessation of toil one day in seven and sixteen hours 
in twenty-four, by the increase of wages, by the sparing 
of lives, by the prevention of accidents, and by raising the 
standards of domestic life, should the surplus come back 
to the people of the community in which it is created. 

As we turn the typewritten pages of these reports, and 
as we get behind them to the cards of original memor- 
anda on which they are based, and as we get behind them 
again to the deepest and most clearly defined impressions 
made in the year and a half on the minds of the members 
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of the investigating staff, it is the first and the last of 
these results that we see more clearly than any others— 
the twelve-hour day, and social neglect. Sunday work 
and night work are but another expression, as it were, of 
the same principle of long hours of overwork, of which 
the typical and persistent expression is the twelve-hour 
shift. Nothing else explains so much in the industrial 
and social situation in the Pittsburgh district as the 
twelve-hour day, which is in fact for half the year the 
twelve-hour night. Everything else is keyed up to it. 
Foremen and superintendents, and ultimately directors 
and financiers, are subject to its law. There are no doubt 
bankers and teachers and bricklayers in Pittsburgh who 
work less, but the general law of the region is desperate, 
unremitting toil, extending in some large industries to 
twelve hours for six days one week, and eight days the 
next. There is no seventh day save as it is stolen from 
sleep. There are of course occupations, as in the blast 
furnaces, in which there are long waits between the spurts 
of brief, intense expenditure of energy, but the total effect 
of the day is as I have described. 

For the effect, as well as for the causes, of the twelve- 
hour day, and for a more exact statement of its extent, its 
limitations, and the exceptions, I must refer to the re- 
ports. We have attempted to trace the influence of the 
great contest of 1892, and of the incoming waves of im- 
migration, to indicate the effect of the long day on the 
length of the working life, on industrial efficiency, on 
home life, on citizenship. When it has all been done, 
however, the unadorned fact that in our most highly de- 
veloped industrial community, where the two greatest in- 
dividual fortunes in history have been made, and where 
the foundations of the two most powerful business corpo- 
rations have been laid, the mass of the workers in the: 
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master industry are driven as large numbers of laborers 
whether slave or free have scarcely before in human his- 
tory been driven, is surely an extraordinary fact. I do not 
mean to suggest that the conditions of employment are 
less desirable than under a system of slavery. What I 
mean is merely that the inducement to a constantly in- 
creased output and a constant acceleration of pace is 
greater than has heretofore been devised. By a nice ad- 
justment of piece wages and time wages, so that where 
the “boss” or “pusher”, as he is known in the mills, con- 
trols time wages prevail, and where the individual worker 
controls piece wages prevail; by the resistless operation 
of organized control at one point, and the effort to recover 
earnings reduced by skillful cuts of piece wages at an- 
other; by the danger of accident, and the lure of pay 
which seems high by old country standards, the pace is 
kept, is accelerated, and again maintained. There is one 
result, and there is no other like it. 

All of these results of the survey, relating to over- 
work, low wages, immigration, destruction of families, 
archaic institutions, and indifference to adverse living con- 
ditions, appear to me worthy of your very careful consid- 
eration. They are presented without exaggeration or 
prejudice in the papers that have been written and in the 
fuller reports that are to follow. It is possible that yel- 
low journalism would find here some justification. When 
Mr. Brisbane the other day gloried in the yellowness of 
his newspaper, chuckled over the unsuccessful attempts at 
imitation by other journals, compared his color effects 
with the Almighty’s painting of a lurid sunset, and 
reached his climax by expressing regret that they had not 
yet been able to make a noise resembling thunder, I con- 
fess that, having in mind the unpublished records of the 
Pittsburgh Survey, I had a momentary pang of regret 
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that we were not in position to set them free by some such 
methods as those which Mr. Brisbane so unblushingly 
defends. The reading of a paper in a scientific society, 
and the publication of a few special numbers of Charities 
seem inadequate. However, we must accept the limita- 
tions along with the great advantages of the media in 
which it has pleased Providence to permit us to work. I 
therefore proceed to present certain other facts which I 
would not wish to classify as either adverse or favorable, 
and finally to give a brief and very inadequate enumera- 
tion of the distinctly favorable indications. 

Outside the mills, the wages of ordinary day laborers 
in the Pittsburgh district are from $1.50 to $1.75 for a 
ten-hour day. The municipality pays more—$1.75 to $2 
for eight hours. In skilled trades, in seasonal trades and 
in thoroughly unionized trades, compensation is higher. 
The level toward which wages tend is $9 to $10 for a 
sixty-hour week. Common laborers in the mines, be- 
cause of their union, earn from 50 to 90 per cent more 
by the hour than laborers of a similar grade outside. 
Motormen and conductors, under their union agreement, 
earn 25 per cent more per hour than teamsters, although 
their occupation requires no more time in which to be- 
come proficient. In the building trades, which are sea- 
sonal and organized, the wages are $3.40 to $5.20 for 
eight hours; and in the metal trades, which are continu- 
ous and partly organized, wages are $2.75 to $4 a day of 
nine and ten hours. The destruction of unionism in the 
steel mills has had effects which are too far-reaching and 
important for brief summary here, but they are described 
by Mr. Fitch in the reports of the survey with thorough- 
ness and a wealth of illustrative detail. In general I may 
say merely that the low wages of unskilled immigrant 
labor are higher than they were fifteen years ago, but that 
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the wages of skilled labor formerly organized are lower. 

Though it may seem extravagant, I am inclined to 
claim for the survey the discovery of the Siav as a human 
being, though I do not overlook the scientific studies of 
Dr. Steiner or the illuminating articles which we have 
previously published in Charities from Miss Balch on the 
Slavs in Europe and America. I refer here, however, 
more especially to Mr. Koukol’s study of his compatriots, 
his analysis of their character, their attitude toward 
America, and the effect on them of such conditions as 
those under which they live and work in Pittsburgh and 
the neighboring mill towns. Over one-half of the work- 
ers in the steel mills are Slavs, and in the total immigra- 
tion Slavs are one of the three largest racial elements 
which we are now absorbing into our population. An 
anomalous feature of the whole situation is that our great- 
est industrial community should thus be dependent on the 
supply of able-bodied laborers from agricultural commu- 
nities five thousand miles distant. 

On the credit side of the account there are at least the 
following considerations : 

I. The adverse conditions are, after all, conditions 
which naturally, or at least not infrequently, accompany 
progress. They are incidents of the production of wealth 
on a vast scale. They are remediable whenever the com- 
munity thinks it worth while to remedy them. If the 
hardships and misery which we find in Pittsburgh were 
due to poverty of resources, to the unproductivity of toil, 
then the process of overcoming them might indeed be 
tedious and discouraging. Since they are due to haste in 
acquiring wealth, to inequity in distribution, to the inade- 
quacy of the mechanism of municipal government, they 
can be overcome rapidly if the community so desires. 

II. There are many indications that the community is 
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awakening to these adverse conditions, and that it is even 
now ready to deal with some of them. I have already 
cited instances of new movements in this direction, and 
the detailed reports cite many other favorable signs. The 
arrest of councilmen and bankers for bribery may for a 
time necessarily divert attention from the improvement 
of bad conditions to the prosecution of individual male- 
factors. But this interruption to fundamental social re- 
form may serve to strengthen the determination of citi- 
zens who see what work is to be done, and who see that 
the city administration is courageously undertaking it, to 
defer the anticipated reversion to ordinary machine poli- 
tics and its corrupt alliance with predatory business inter- 
ests. 

III. It is fair to point out as a favorable result of the 
inquiry that there is an increasing number, including the 
mayor and other city officials, officers of corporations, 
business men, social workers, and others, who are entirely 
ready to enter with others and with one another on the 
dispassionate search for causes and remedies, recognizing 
that the adverse conditions are there, recognizing that dis- 
tinction lies not in ostrich-like refusal to see them, but in 
statesmanlike willingness to gauge them and to under- 
stand them, and, so far as it is possible, to remove them. 
Pittsburgh is unique only in the extent to which tenden- 
cies which are observable everywhere have here actually, 
because of the high industrial development, and the 
great industrial activity, had the opportunity to give tan- 
gible proofs of their real character and their inevitable 
goal. 

IV. It will be made apparent also when the survey pub- 
lishes its findings that in the period immediately preceding 
the undertaking there had been several noteworthy ad- 
vances in Pittsburgh. A reform mayor had been elected. 
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Greater Pittsburgh, with Allegheny as the principal ac- 
cession, had been decreed, and incidentally in this process 
one of the most conspicuous of our national “fences” for 
thieves and criminals had been thrown down. Plans had 
been made for a suitable civic celebration of the one hun- 
dred and fiftieth anniversary of the founding of the city. 
The administration, with the codperation of smoke manu- 
facturers, had entered upon a death grapple with the 
smoke nuisance, a big boulevard system had been created, 
and a five million dollar filtration plant had been installed. 

The net result of the survey, so far as it throws light 
on the inquiry formulated on the program, whether mod- 
ern industry and city life are unfavorable to the family, 
is to suggest an affirmative answer. Very unfavorable, 
very disastrous consequences, are clearly discernible. 
Whether they are inseparable from industrial life in the 
city is for the future to determine. Yellow journalism, 
one very crude but not altogether ineffective method of 
popular education as to certain of the unfavorable effects 
of modern industry, we reject as not consistent with our 
traditions. This may suggest, however, that, as an alter- 
native educational scheme we shall do well to utilize in 
the class room and in serious discussion such material as 
is furnished by the Pittsburgh Survey and by other simi- 
lar inquiries which have been or may be set on foot by 
government or by voluntary institutions endowed for the 
purpose. Assuming accuracy in the field and suitable 
editorial revision, it is within bounds to say that we shall 
soon know more about Pittsburgh than we have known 
about any other of our American industrial communities. 
That in itself is something, but our chief interest in that 
result will lie in the stimulus which happily it may give 
to the desire and the determination to learn as much or 
more by similar or by better methods about other com- 
munities. 





ARE MODERN INDUSTRY AND CITY LIFE UN- 
FAVORABLE TO THE FAMILY? 


CHARLES R. HENDERSON. 


The essence of the question under discussion is not: 
Is life in an industrial city more unfavorable to the fam- 
ily than it formerly was? nor, Is life in an industrial city 
more unfavorable to sound family life than country resi- 
dence? but rather, What are the facts about urban con- 
ditions which have a harmful tendency, and are these 
conditions necessarily inherent in urban organization of 
industry, or are they capable of improvement by known 
means? If not by known means, then at what points 
should we direct and concentrate our investigations? 

It is not necessary here to reiterate the proof that the 
cities are gaining rapidly in all parts of the civilized 
world, nor to explain the movement cityward. This is 
already familiar to all. If any tendency is part of des- 
tiny and fate, this seems to be such. Even when people are 
perfectly aware of the effect of urban ways on longevity, 
they seem to prefer the brief and merry, or at least ex- 
citing, career in cities to a cycle of far and drowsy Cathay. 

“Modern industry” is almost equivalent to “city life”, 
because the great industry, the factory system, builds 
cities around the chimneys of steam engines and electric 
plants. Cheap production of commodities by machinery 
requires some degree of proximity of operations. Our 
systems of transportation and trade work in the same di- 
rection. We may, then, ignoring exceptional conditions, 
discuss directly the effects of urban residence on family 
life, and treat the mill, shop, and factory as special as- 


pects of city life. 
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The dwelling, the street, the places of work and rec- 
reation are the outward and physical factors which di- 
rectly affect the fortunes of urban workmen and their 
families. The habits and conduct of the people under 
these outward conditions are also causal factors, and all 
the influences react upon each other and reverberate in 
countless ways. 

I. What are the facts in relation to the physical well- 
being of the family in cities? The social function of the 
normal family is to maintain the life of the community at 
its best by producing, rearing, and educating sound and 
vigorous offspring. The statisticians have assembled for 
us the evidences of relatively high morbidity and mor- 
tality in cities, and it is not necessary to reproduce the 
tables; the general results are sufficient for our present 
purpose.? 

Density of population is characteristic of cities and 
produces conditions which increase morbidity and mortal- 
ity. The death rate in cities is generally, though not 
always, higher than in the surrounding country. This 
is true of every state in the Union. The death rate is 
usually greater ifi the ratio of the size of the city, although 
the improvements in modern sanitary methods are telling 
with better effect on cities than on rural communities, 
owing to the more prompt and well administered appli- 
cation of science under municipal government. 

The death rate of infants has hitherto been especially 
marked in cities owing to the defective supply of milk, 
and probably to the neglect of infants by mothers who 


*Mayo-Smith, Statistics and Sociology, pp. 128 ff. (deaths) ; pp. 
154 ff. (sickness). 
Weber, Growth of Cities, Chs. VI, VII. 
Westergaard, Morbiditat und Mortalitat. 
Bailey, Modern Social Conditions, p. 243. 
Newsholm’s Vital Statistics. 
These give the primary sources. 
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work for a living away from home. The exhaustion of 
girls in factories and mills tends to increase the mortality 
of these infants after marriage. 

The danger from infectious diseases is increased in 
crowded tenements. Tuberculosis and pneumonia are 
made more common and fatal by the fact that common 
halls and corridors carry the germs of these dreaded dis- 
eases into every apartment, so that a single patient quick- 
ly exposes numerous neighbors. When light and ventila- 
tion are defective, these evils rage with all the more in- 
tense virulence. 

The diseases caused by occupations affect the vigor of 
the family in various ways,—directly by impairing the 
general health and poisoning the germ plasm, and indi- 
rectly by reducing the food supply and the comforts of 
clothing and dwelling. 

In the absence of adequate and compulsory sickness 
and invalid insurance, the cessation of income of the 
stricken husband and father means gradual starvation 
and the diseases which always prey on bodies imperfectly 
nourished. The people of the United States have not 
yet become awake to the misery which assails the domes- 
tic life from this cause; and we are behind all other civi- 
lized nations in providing insurance. We have, after 
stubborn resistance of the laissez-faire tribe, secured a 
compulsory poor law and compulsory education. The next 
logical step is compulsory insurance in its whole range, 
on grounds of public health. 

Injuries and diseases caused by occupation, and also 
the employment of women and children under unfavor- 
able conditions are factors in the destruction of sound 
family life; and, as a rule, these evils are more serious 
in urban than in rural industries. 

Exposure to the elements and the rapid increase of 
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complicated machinery, sometimes driven by steam power, 
are facts of importance in agricultural occupations, and 
require more attention and investigation than they have 
hitherto received; but at worst they do not equal the per- 
ils of certain situations in manufactures and transporta- 
tion. 

The dwelling has been the center of anxious interest in 
cities for a long time. The sweated industries, carried 
on in the same rooms where the family lives, are more 
difficult to control than the factory industries, and they 
are a perpetual menace to health. After the great work 
of De Forest and Veiller on the Tenement House Prob- 
lem, little remains to be said in this connection; although 
local investigation must be made to arouse the conscience 
of the people and authorities of any particular community. 
We also need a volume, based on scientific study, of the 
perils to health in country residences. It is amazing how 
little impression an investigation in Pittsburgh or New 
York makes in St. Louis or Chicago; it is so easy to 
parry a stroke by pleading a difference of situation. 

The places of recreation and culture in cities are often 
crowded and almost always perilous to health, and hence 
to the family. ‘Theatres, dance halls, saloons, and even 
churches are not rarely means of infection. 

How far are these evils due necessarily to industry and 
to urban life? And how far are they preventable, avoid- 
able by known measures? Preventive medicine and pub- 
lic hygiene have already done more for cities than for the 
country, and we seem to be at the beginning of a power- 
ful and concerted movement to combat all these evils.? 

II. Are the conditions of city life favorable or unfav- 
orable to fecundity? The answer must be guarded, and 


*See Dr. G. M. Kober’s paper on industrial diseases in Bulletin 75, 
Bureau of Labor, 1908. 
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must take account of the elements of population, occupa- 
tions, presence of immigrants, age groups, demands of 
fashionable society, etc.* 

“In Germany the birth-rate for the entire country is 
from 4 to 6 per cent higher than for cities of 50,000 
and over.”* In Hungary this is true. In Massachu- 
setts the birth-rate was higher in towns. In Sweden 
the birth-rate of cities has gained upon and passed the 
rural birth-rate. The birth-rates of large cities, as Lon- 
don and Paris, are slowly falling. The social position 
of the family has a decisive influence, the births beirig in 
inverse ratio to income. “The most obvious explanation 
of a high birth-rate would be a large proportion of women 
in the child-bearing period. The cities have a larger per- 
centage of such persons, hence for this reason, and not 
because of greater fecundity of city women, do the cities 
often have a high birth-rate.”> The cost of living is 
greater in cities than in the country, and the necessities 
of life must be paid for in cash. Income is more uncer- 
tain. Multitudes of unskilled workingmen are liable to 
discharge on an hour’s notice; and this is true of clerks 
and salesmen. This uncertainty of income is an important 
factor in relation to the production of offspring. 

Furthermore the city child is not so early a producer as 
the child on the farm, whether boy or girl. Very early 
a rural child can be a real aid in kitchen or field. This 
can be modified by earlier trade training from sixth 
grade up, as is now provided in Chicago by some half- 
day schools and shops. The attractions of pleasure and 
comfort make a stronger appeal to the urban dweller than 
to the farmer. The difficulty of securing quiet and retire- 
ment during pregnancy in a tenement house or expensive 


* Bailey, Modern Social Conditions, p. 108. 
* Idem. 
* Weber, p. 331. 
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apartment residence is a factor of no slight significance, 
especially when sentiment among women makes mater- 
nity ridiculous. 

III. Communistic habits tend to create and sustain 
communistic beliefs and sentiments; and these are dis- 
tinctively unfavorable to the principles upon which the 
monogamic family is based. Paul Godhre describes his 
experience in a German industrial community, where men 
work ali day in a common shop, eat their luncheon in 
crowds, seek their entertainment in throngs, travel in a 
mob, and, before marriage, satisfy their sexual appetites 
in a common brothel. The same phenomena may be ob- 
served in any large industrial town. If the type of fam- 
ily we have known and which is maintained in the coun- 
try is desirable, then these forces must be regarded as 
disintegrating and perilous. Are the evils of such com- 
munistic living avoidable? Are there socializing influ- 
ences mixed up with the dangerous tendencies which 
may well be fostered? 

IV. Certainly there are advantages in urban life which 
must favorably affect the domestic institution. There are 
wider and more rapid means of communication and of 
receiving impressions; although the rural telephone and 
trolley are making marvelous changes outside the cities. 
There are more mental stimuli in the thronged street than 
in the sleepy lanes, and along the quiet waters of pas- 
tures and meadows. It is possible that the urban sociali- 
zation of industries gives to the city woman the advan- 
tages of slavery without its cruelty, and thus creates a 
wider margin of leisure,—the first condition of higher 
culture. Certainly, as all admit, our largest leisure class 
is made up of women from whom wealth and modern me- 
chanical devices have taken away numerous household 


cares and labors. 
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V. Divorce is an effect of urban conditions and beliefs; 
it is an effect of evil and sometimes the milder evil se- 
lected out of many worse miseries. In the United States 
in about 95 per cent of the cases the rate is higher in the 
counties in which large cities are situated than in the 
counties where the population is principally rural ;* and 
this in spite of the fact that Catholics gather in cities. 

Only of recent years has the prevalence of venereal dis- 
eases, and especially gonorrhea, been carefully studied. 
Even yet the public is not fully aware of the domestic 
misery caused by these diseases contracted by extra-mar- 
ital intercourse by men and communicated to innocent 
wives and children. The records of divorce courts rarely 
mention the real ground on which good women apply for 
divorce, and the federal statistics, therefore, must be 
studied in the light of investigations on which judicial 
records throw little light. Now the social evil is dis- 
tinctly an urban evil, and so far as it leads to divorce must 
be charged in great part to the conditions of urban life. 
The same is true of the use of narcotic poisons and alcohol, 
to which so much domestic ruin can be traced. It is not 
creditable to many of the scientific men of America that 
they have underestimated the importance of this factor, 
and some of them have so written that their sentences 
are used in advertisements of brewers and distillers to 
blind the eyes of the uneducated. 

VI. Some writers have emphasized the value of city life 
as an agency of social selection ; the strong and capable are 
given a career while the feeble in vitality and character 
go to ruin and are weeded out. But this kind of social 
selection is too costly; its lightning strokes kill many of 


* Bailey, op cit., p. 206. 
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the finest human beings along with the neglected; and 
not seldom the nursery of deadly germs, physical and 
moral, is in the homes and streets of the so-called unfit. 
Those who fall into the doom clutch at the fair and com- 
petent and drag them to ruin along with themselves. The 
incompetent must be either educated to fill a useful place 
and feel strong for productive labor, or sent under guard 
to die at peace in celibate colonies. That is the only social 
selection which is worthy of the name of rational; all 
the rest is wasteful accident, trusting to chance which 
plays with loaded dice. 

None of the urban plagues which have been mentioned 
are in the realm of destiny or blind nature; all are products 
of human choices and conduct; and by human energy, 
guided by science, they can be gradually diminished or re- 
moved; but none will disappear without effort. The 
form of the topic limits our discussion to description of 
present facts, and, rigidly interpreted, would not permit 
us to consider how far these actual evils are remedial nor 
by what means. Of course the greatest and only final 
human interest lies in the methods of amelioration pro- 
vided by the science of sanitation, public hygiene, and of 
education. But the detection and description of the ad- 
verse factors implies the possession of a standard and the 
consciousness of the wrong as wrong. This is in itself 
an important step on the way to betterment. 

In “Uncle Tom’s Cabin” Mrs. Stowe put into the 
mouth of her Yankee woman visiting the South the de- 
scriptive words, “Oh heow shiftless!” Now comes Dr. 
Stiles and tells us that “anaemia, malnutrition, marked 
indisposition for sustained exertion, and resultant social 
condition, usually described as ‘shiftlessness’, which has 
characterized large numbers of the poorer class of rural 
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whites in the South, are due to a widespread infection 
with the Uncinaria Americana, or hookworm.”* 

It would be a rational ground for hilarity, to make even 
a Quaker or a Puritan laugh, if some of the worst demons 
of economic vice could be expelled from the system with 
a good dose of vermifuge. Who shall set a bound to 
science? 

A multitude of people will, for good reasons, choose 
rural homes; another multitude will select urban homes; 
both may be aided to live a rational life with wholesome 
surroundings; both can, up to the measure of their capac- 
ity, live a complete human life; and already men in in- 
stitutons of learning, on farms, in cities, and in adminis- 
trative positions are seeking the ways to the best possible 
life for farmers and residents of cities. 

The literary and scientific man is tempted to regard the 
farmer as lacking in intellectual quality, because the lat- 
ter has not expressed his ideas in melodious phrases or 
buried them in laboratory memoirs. If we look closely 
we can discover that farmers have really a vast fund of 
valuable knowledge,—knowledge of vegetables, animals, 
wounds, diseases, remedies, technical processes, govern- 
ment, law, markets, prices, transportation. The farmer 
is an experimentor. All he learns he expresses, not in 
literary form, in articles and books, but in improved 
land, in selecting according to biological principles the 
best seeds and the best stock for breeding, in adapting his 
methods to climate and soil, in building up schools, 
churches, and rearing healthy children. 

We need not be too industrious in making out differ- 
ences between rural and urban populations. The differ- 
ences in homes, habits, and satisfactions on which comic 
cartoonists and some social philosophers lay emphasis, 


™Dr. H. B. Young, N. Y. Medical Journal, November 28, 1908, 
p. 1027. 
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either do not exist, except in imagination, or are merely 
superficial. The broad hat, rough boots, wild beard, and 
exposed suspenders of the caricatured “hayseed” have lit- 
tle meaning in respect to the essentials of human charac- 
ter. The city dweller judges by what he sees, and he does 
not see much of the real farmer. Many of the railroad 
kings, whom our British Ambassador praises as the ablest 
men of our nation, are the children of “clod-hoppers” 
and may retain a little of the ancestral trick of getting 
over rough ground by a straight path to their destination. 
We need to be on our guard against hasty, unfair, and 
misleading generalizations, and prejudices of our Brah- 
min caste. 

Many of our rich men, under expert medical advice, 
are living a rural life several months of each year for 
physical and mental health. They are wise who return 
periodically to the conditions of life which have thus far 
helped to maintain the vitality of our nation at the highest 
point. The aristocracy of England, and their imitators, 
are ambitious to own and occupy country seats. This will 
lengthen the life of this group,—not always with eugenic 
consequences. But what of the poor in our cities, whose 
crowded rooms are pestilential in winter and purgatorial 
in summer? Is the best we can do for these to send them 
to the country for a week, or give dying babes a charity 
ride on a floating hospital? Is even the small park and 
playground, the miniature reminders of real country, the 
horizon of our vision? We have already adopted in our 
building ordinances a minimum standard of cubic atmos- 
phere and square feet of window space for the entrance 
of actinic rays; but as yet we have not come in sight of 
a standard of outdoor space for man, woman, and child. 
We are merely making unscientific guesses and leaving 
the real control of sky and grass room to individualism 
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and commercial motives,—that is, to the besotted and the 
blind. In many cases suburban manufacturing villages, 
built to escape the rule of trade unions, soon develop 
unsanitary conditions of smoke, dust, unwholesome hous- 
ing, bad drainage, and water supply, without securing any 
of the advantages of rural surroundings. 

A more comprehensive system of social control is re- 
quired in order to promote social selection economically 
and effectively. What direction must this control take? 
I offer here some suggestions prepared for another audi- 
ence: 

1. It has been proposed that we try to educate the pros- 
perous and healthy to produce more children. In the first 
report of the Committee on Eugenics of the American 
Breeders Association, it was urged: “It is a pressing 
problem to know what to do to increase the birth-rate of 
the superior stocks and keep proportionate at least the 
contribution of the inferior stocks. One of the most 
promising influences is the eugenic movement started in 
England by Galton and Pearson to make proper procrea- 
tion a part of religion and ethics, rather than a matter of 
whim only. . . . Ourappeal should . . . be directed 
to men of average ability to have families which will 
bring at least two children to maturity and parenthood 
and especially to men of superior ability to have larger 
families.” With this conclusion and with this appeal there 
can be no reasonable ground for controversy. Unques- 
tionably something can be gained by persuading people to 
consider procreation from the point of view of racial in- 
terest and patriotism. The Roman Catholic Church has 
certainly succeeded in Canada and the United States in 
urging its members to outpopulate the Protestants; 
whether always with eugenic results must be a matter for 
further investigation. At any rate the universal and per- 
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sistent teaching and counsel in the confessional secures 
results: general freedom from divorce and from child- 
less marriages. If this mighty religious influence could 
be made scientific and eugenic—and why not?—it would 
be an immense help toward improving our American 
stock. 

But there is a limit to the willingness and the duty of 
persons of ability and health. If they should really try 
to run a race with the thriftless, the reckless, the dwarfs, 
the neurotic, the vicious, the criminal, the insane, the 
feeble-minded, what would be the outlook? Can we seri- 
ously urge this policy without further measures? The 
effect might be too costly, might even lead to the exhaus- 
tion and degeneration of a large number of conscientious 
and morally earnest mothers. Society has no right to 
ask of such persons unreasonable sacrifices in a hopeless 
competition with the unrestrained appetites of the unfit 
and undesirable. 

2. There is a way by which society can secure a better 
stock in one or two generations, and that by the use of 
legal powers which it already exercises without raising 
any ethical or constitutional questions. It is not neces- 
sary to reproduce in a brief report the mass of facts col- 
lected and presented with almost passionate earnestness 
by Dr. Rentoul. We have at hand the celibate colonies 
of insane, feebleminded, and epileptics. The policy of 
segregation nowhere raises doubt or general opposition. 
It is clearly and distinctly the right of a commonwealth, 
when called upon to support a large number of the obvi- 
ously unfit, to deprive them of liberty and so prevent their 
propagation of defects and thus the perpetuation of their 
misery in their offspring. But the policy of segregation 
has one disadvantage, which Dr. Rentoul has made prom- 


* Race Culture or Race Suicide. 
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inent: the insane are discharged when “cured”, and yet 
become parents of degenerates; and the feeble-minded 
and epileptic cannot always be guarded so as to prevent 
propagation. Therefore the policy of painless asexuali- 
zation is offered and has found a place in the laws of 
Indiana. 

3. But no social policy of segregation or of asexualiza- 
tion can be complete or adequate without vigorous and 
comprehensive measures for arresting the forces which 
tend to poison the germ, the very source of life and inher- 
itance. The aim of eugenics is not limited to selection 
of parents; it includes all the measures which promise to 
improve the quality of the parents or to prevent their 
degradation. It is slow and uncertain work to persuade 
the capable to attempt to outpopulate the defective and 
abnormal; society in self-defense must seek to diminish 
the causes of degeneration. Several able writers on 
eugenics have declared that we cannot look to improve- 
ment of conditions for improvement of the human race. 
Granting that better food and housing will not enable 
tuberculous and paralytic parents to produce healthy off- 
spring, it remains true that improved wages, nutrition, and 
and wholesome conditions would prevent the beginning 
new series of degraded and exhausted persons. (The ruin 
of the germ cells*—Blastophthorie—K eimverderbmis ). 

It seems to be established, and admitted by Weissman, 
that the germ cells in their most intimate structure can 
be so affected by poisons, and even by malnutrition, as to 
transmit certain evil effects to the offspring. Therefore 
it is not necessary to enter upon a discussion of the con- 
troverted topic of the inheritance of acquired characters. 
The sperm cells or the ovum or both may be so damaged 


* Aug. Forel, Die sexuelle Frage, p. 33. 
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in the parent or parents that the offspring will show the 
consequences. 

Forel writes: “By Blastophthorie (Keimverderbnis) I 
understand . . . the effects of all directly abnormal 
and disturbing influences which affect the protoplasm of 
the germ cells, whose inherited determinates in this way 
are injuriously altered. Blastophthorie works in this way 
on germs not yet united, and in that way effects a begin- 
ning of what one calls inherited degeneration, of what- 
ever kind it may be.” . . . These evil results then 
pass on from this beginning to subsequent generations. 
Among the poisons which have the power to damage the 
germ cells, Forel mentions especially alcohol. Idiots, 
insane, epileptics, dwarfs, psychopathic persons are the 
issue of alcoholized parents, parents who may have been 
vigorous and sound in every particular. 

This brings into consideration the facts relating to 
other poisons; as the toxic results of tuberculosis and 
other diseases, of lead poisoning, phosphorus poisoning, 
and nicotine in strong doses. The so-called industrial or 
professional diseases gain a new interest in this con- 
nection. 

The contest with venereal diseases, both gonorrhea and 
syphillis, becomes significant for eugenics. It is well 
known that syphilis acquired by a parent sometimes de- 
stroys or cripples the offspring. Gonorrhea is a common 
cause of blindness; the inherited effects upon the consti- 
tution of the children require serious investigation; of 
its destructive power in the mother no room is left for 
doubt. 

Dr. E. Kraepelin says:?° “We know some of the im- 
portant and widespread causes of insanity, the combating 
of which lies not only within the realm of the duties, but 


* Die psychitriaschen Aufgaben des Staates, p. 2. 
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also of the powers, of the state. The first of these is the 
abuse of alcohol. . . . About one-third of the sur- 
viving children of dipsomaniac parents will become epi- 
leptics. According to Bourneville more than one-half of 
the idiotic children proved to have alcoholic parents.” 
Dr. Kraepelin, with many others, emphasizes the frequent 
connection between some slight intoxication and the oc- 
casion of venereal diseases, with all their sad retinue of 
suffering, especially to women. 

Some educational advantages may be gained by laws 
requiring a medical certificate of health from a public 
physician as a condition of receiving a license to marry. 
This measure would cause many a young man to reflect 
before he brought upon himself a loathsome and highly 
infectious disease. But such a law would have little 
influence on unscrupulous persons who satisfy their appe- 
tites without regard to marriage laws; they must be 
reached by other means. 

Competition with the inferior and the unfit is one of 
the influences which cause thoughtful and provident per- 
sons to limit their offspring. This was the conclusion 
of one of our greatest economists, Francis A. Walker: 
“Whatever were the causes which checked the growth 
of the native population, they were neither physiolog- 
ical nor climatic. They were mainly social and eco- 
nomic; and chief among them was the access of vast 
hordes of foreign immigrants, bringing with them a 
standard of living at which our own people revolted.”™ 
Now the excessive increase of any undesirable class will 
“give a shock to the principle of population” among per- 
sons of higher’ standards of life. Thousands of persons 
of the Society of Friends and others who would not or 
could not own slaves emigrated from the South before 


™ Discussions in Economics and Statistics, II, 426. 
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the Civil War to escape competition with slave labor and 
from the sense of social inferiority which went with man- 
ual labor. But now there is no way of escape; therefore 
the families of superior ability and higher standards grow 
smaller. To encourage persons of normal life and civil- 
ized standards to have more children some better guar- 
antees must be given than by government that these chil- 
dren will not be driven to the wall by immigrants of a 
lower order. This is not an argument against immigra- 
tion, but only against the immigration of persons who can 
never be induced to demand a civilized scale of life. A 
great deal is justly said of a “simple life” ; but that should 
not mean a return to savage life. 





RURAL LIFE AND THE FAMILY. 


KENYON L. BUTTERFIELD. 


This paper does not pretend to be a scientific statement 
of all of the reactions which environing conditions may 
bring to bear upon the family living in the open country. 
So far as I am aware, this whole matter has not been 
worked out by anyone with any degree of fulness. I 
wish that some of our sociologists would take up seri- 
ously the study of the effect of typical rural life, not only 
upon the rural family, but upon the rural individual, and 
determine the relationships between the rural environment 
and the rural mind. I am here merely setting down some 
observations which are the result of considerable associa- 
tion with the rural people in different parts of the country, 
and of some attempts to study the structure and influence 
of various rural social institutions. 

Isolation is the chief social characteristic of rural life. 
But, so far as isolation is a physical fact, rather than a 
state of mind, the word must be used in a wholly relative 
sense. Isolation of country life varies all the way from 
the occasional hamlets and villages of the closely popu- 
lated irrigation districts to the genuine loneliness of the 
almost boundless stock ranges, with all graduations be- 
tween. It is, however, the one great fact that stands out 
in any comparison between the social environment of a 
family living on the land and a family living in the town 
or city. 

This isolation is a separateness of the farming class 
from other classes. Consequently, a family belonging 


to this separated class must be influenced by the charac- 
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teristics and the standards common to the class as a 
whole. It is also an isolation of families. A very small 
proportion of our American farm families live in hamlets 
or villages. The families of the farm are scattered; few 
farm houses are closely adjacent, at least from the point 
of view of the city man. 

Of course, it is to be observed that physical contact in 
the city means nothing, from the family point of view. 
Contiguity does not necessarily breed acquaintanceship. 
Probably the mere fact of farm houses being twenty rods 
apart, or half a mile apart, is not so significant as the fact 
that separateness of the farming class and scattered farm 
homes produce a lack of social friction between individ- 
uals, between families, and between classes, that has a 
significant bearing on all those concerned. 

What, now, are the chief influences of this isolated 
mode of living upon the life and characteristics of the 
family, considered as a unit? I list them as follows: 

1. Family life of the country is tied to the industry of 
the country. This unquestionably makes for interest in 
the work of the farm. Of course it may also result in 
hatred of farm work. It makes drudgery easy. It makes 
it difficult to get away from one’s work. But this much is 
true, nevertheless, that the farm family may be consid- 
ered an industrial, as well as a social, unit, whether the 
influences of this condition are good or bad, or both. It 
probably has both good and bad effects ; but, on the social 
side, it certainly has a significant result which may be- 
come our second point. 

2. There is a cooperative unity in the farm family that 
is rather striking. The whole family is engaged in work 
that is of common interest. The whole family often 
“turns to” when a task is to be carried out. When the 
holiday comes, the whole family takes part in it. Com- 
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pared with the average city family, individual interests 
are subordinated. Each member of the family knows 
what is going on. Each is in touch with the head of the 
family, in general if not in detail. The mother’s work is 
ever before the eyes of all the members of the family, 
including the boys and men. This codperative unity must 
have a powerful effect upon the life of the family. Per- 
haps it has a tendency to give that life too much of an 
industrial character. There may be too much inclination 
to “talk shop”. There may be too little opportunity for 
the cultivation of the heart life, or the hearth life, of the 
family ; but there is a certain solidarity in the farm family 
that makes for the permanency of the institution. 

3. Speaking particularly now of the youth growing 
up in the farm family, it can hardly be gainsaid that 
family life in the open country is remarkably educative. 
First, by reason of the fact that both the boys and girls, 
from even tender years, learn to participate in real tasks. 
They do not merely play at doing things—they do them. 
They achieve real results. They take part in the world’s 
work. Secondly, by association with older heads in 
this work, by having a share in these real problems, by 
understanding at an early age the good or evil results 
that come from definite lines of action, there comes a 
certain maturity of mind, a certain sureness of touch, 
when a job is to be done, that must be a powerful means 
of development,—particularly in an age when the achieve- 
ment of tasks is the keynote of success. 

4. I believe that, on the whole, the moral standards of 
the farm family, as a family, are kept on a very high 
plane,—partly by the fact of farm interests already al- 
luded to, and partly by the openness of life prevalent in 
country districts. There are in the country few hiding 
places for vice, and vice usually has enough modesty not 
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to wish to stalk abroad. I do not mean to say that the 
moral influences of the country are only good; but I do 
say that, so far as the purity of the family as an institu- 
tion is concerned, the country mode of living is conducive 
to a very high standard. 

Thus far I have named those reactions of the environ- 
ments upon the rural family which seem to be, on the 
whole, favorable. There is something to say on the 
other side. 

1. Probably, on the whole, mediocre standards are en- 
couraged. If you are brought up in the Ghetto of New 
York, and manage to get money enough together, you can 
move up on Fifth Avenue, if you want to. The average 
farmer doesn’t move, unless he moves to town, or to a 
new region. If low standards prevail in the community, 
a particular family is likely to find itself influenced by 
these lower standards. There is a tendency to level 
down, because of the law of moral gravitation, and be- 
cause it takes a long time to elevate any community stand- 
ard. The average country communities are illustrating 
some of the disadvantages, as well as some of the ad- 
vantages, of democracy. In some farm communities the 
presence of hired laborers in the family circle has been 
distinctly deleterious to good social customs, if nothing 
else. In the country there is a tendency toward a general 
neighborhood life on the social side. There is a proba- 
bility that aspiration, for either personal or community 
ideals, will get a set away from the farm, with the result 
that these ideals are likely to lapse in the country. 

2. A great deal of farm life is of such a character that 
it makes it very hard for the mother of the family. Per- 
haps the effects of isolation are more abiding in her case 
than in that of any other member of the family. This is 
not to give currency to the popular, but I think erroneous, 
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notion that there is a larger proportion of insanity among 
farm women than among other classes; but it cannot be 
denied that the type of work in the farm home in many 
communities, and the few social opportunities, are likely 
to give a narrowness that must have its result on the 
general life of the family. 

3. The health of the average individual of the country 
is all that could be desired, at least during the earlier 
years ; but it is not unfair to say that the sanitary condi- 
tions, from the public point of view, are not good in the 
average open country. This must have considerable effect 
in the long run upon the health of the family, and must 
have a bearing upon the development of family life. 

4. There is on the whole a serious lack of recreative 
life in the open country, and this fact unquestionably has 
a strong influence upon the atmosphere of the average 
farm home. It tends to give a certain hardness and bare- 
ness that are not proper soil for the finer fruits of life. 

5. The lack of steady income of the farmer’s family 
is a factor that has a great deal to do with the attitude of 
the members of the family toward life, toward expendi- 
tures, toward culture wants, and toward those classes of 
people that have salaries or other steady income. 

It should be noted that country life develops certain 
traits in the individual, which, without any special regard 
to the question of family life, must nevertheless influence 
the general spirit of the family. I refer particularly to 
the intense individualism of the country, and the lack of 
the codperative spirit. There is neighborliness in the 
country ; there is intense democracy ; there is a high sense 
of individual responsibility; there is: initiative; but this 
overdevelopment of the individual results in anaemic 
social life, which in turn reacts powerfully upon the gen- 
eral life of the family. 
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To my mind, the advantages of the country in respect 
to family life far outweigh its disadvantages. This state- 
ment must of course be understood to have in mind the 
great mass of farm families, as compared with the great 
mass of urban families of somewhat similar industrial 
and social standards. I make no defense of many woe- 
begone rural communities that can be found in all sections 
of the country. But I do believe that on the whole the 
family life of the open country, whether judged with 
respect to its intrinsic worth, its effect on the growing 
children, its permanency as a social institution, or its 
usefulness as a factor in our national civilization, is 
worthy of high praise. 





MODERN INDUSTRY AND FAMILY LIFE— 
DISCUSSION 


Paut U. KeELtocc: There are four points which I 
should like to make. In such a discussion I am under no 
special obligation to relate them to each other. 

In his annual address President Patten made a plea for 
the pushing out of the economist and his works into 
practical affairs. Three years ago in a talk which he gave 
to a group of visitors of a charitable society, he told them 
that dealing as they were with lop-sided families, fam- 
ilies which had something ailing them, they were bound 
to get lop-sided views of life. They should study, for 
every family they dealt with on a philanthropic basis, one 
normal family. This preachment strikes me as indicating 
a line of joint activity for the economist and the social 
worker, where the broad view of the one and the methods 
of the other could be brought together. The case records 
of charitable societies have long been storehouses of 
valuable social information. They have been analyzed 
on the basis of the causes which throw these families into 
positions of dependence. 

In the Pittsburgh Survey we have applied these meth- 
ods of investigation and record-taking to normal families, 
which may not have been thrown into dependence but had 
been thrown into economic distress and lessened efficiency 
by disease or accident. We have taken as our units for 
study not the cases applying for charitable relief, but 
those falling within certain geographical areas or periods 
of time. Comparing cities of corresponding size for the 


past five years, Pittsburgh has ranked first and highest in 
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both typhoid fever and industrial casualties. These two 
are the prime expression on the one hand of civic neglect, 
and on the other of industrial hazard and ruthlessness. 
Our purpose was to measure the social effects on the 
people themselves. Here we had units more compelling 
than death statistics, or the charges upon the public 
treasury which must be met by taxation. 

This was illustrated in the economic study of typhoid 
fever by Mr. Frank E. Wing, Associate Director, who 
collected data for six wards for a year, showing the pro- 
portion of wage earners among typhoid patients, the in- 
comes before and since, the number of weeks sick, the loss 
in wages by patients and by those who were obliged to 
give up work to care for them, sickness expenditure for 
doctors, nurses, medicines, foods, funerals, and the less 
tangible but even more severe tax involved in lessened 
vitality, lessened earning power, and broken up homes, 
which follow in the wake of typhoid. Of 1029 cases in six 
wards reported in one year, 448 cases were found and 
studied. Of these twenty-six died. One hundred and 
eighty-seven wage earners lost 1901 weeks’ work. Other 
wage earners, not patients, lost 322 weeks—a total loss 
in wages of $28,899. The cost of go patients treated in 
hospitals at public or private expense was $4165; of 338 
patients cared for at home, $21,000 in doctors’ bills, 
nurses, ice, foods, medicines; of twenty-six funerals, 
$3186. A total cost of $58,262 in less than half the cases 
in six wards in one year—wards in which both income 
and sickness expense were at a minimum. But there were 
other even more serious drains. A girl of twenty-two, 
who worked on stogies, was left in a very nervous condi- 
tion, not as strong as before, and consequently could not 
attain her former speed. A blacksmith will probably 
never work at his trade with his former strength. A 
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sixteen-year old girl developed tuberculosis and was left 
in a weakened physical condition. A tailor cannot work 
as long hours as before and was reduced $1 a week in 
wages. A boy of eight was very nervous, would not sit 
still in school, and was rapidly becoming a truant. 

Similarly in the case of industrial accidents. At this 
morning’s session Miss Eastman has told you of the 
incidence of the economic loss due to the 500 industrial 
deaths in Allegheny county in the course of the year 
studied, where half of those killed were under thirty years 
of age, where half were getting less than $15 per week, 
where half had families to support, and where, of these 
latter cases, less than half received any contribution what- 
ever from the employer toward the income loss. 

Dr. Patten has told us that the greatest need of the 
generation is the socialization of law. Here we were 
putting court decisions and the master and servant law 
to a pragmatic test, apart from any legal theories of 
liberty of contract and assumption of risk. How does 
the common law work out in practice? How does it 
“cash in” when it comes to the common welfare? 

Similar card systems have since been made use of in 
Wisconsin and Illinois in investigating industrial acci- 
dents. 

My first point is, then, that the family affords a respon- 
sive, delicate litmus for testing many of the economic facts 
of the present day social order. Its usefulness as such is 
only as yet partly explored. The serious studies recently 
made of standards of living—not of dependent families, 
nor even of normal families under emergent stress, but 
just the everyday economic issues of life—are perhaps 
the purest examples of such scientific treatment. Such 
studies as Mr. Chapin has made illustrate the large body 
of social fact available from such sources. 
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My second point is that we are dealing in Pittsburgh 
with overloaded families. In agricultural and domestic 
industry great numbers of household operations were 
performed as by-products by the male workers. Thus the 
water supply for a man’s kine and for his household were 
identical. Not only is this changed with the division of 
labor, but the household must be maintained amid city 
conditions where the single family unit cannot master 
many wants, and in industrial towns badly located for 
any purpose other than production. My point is illustra- 
ted by a dispute between the superintendent of the Pitts- 
burgh Bureau of Health and the controller of the city, 
since deceased, a bluff, honest, old-fashioned saver of city 
funds. The superintendent of the Bureau of Health 
wanted a rubbish removal system; the controller held that 
rubbish removal was a householder’s private duty. “It is 
as if”, said Dr. Edwards, “every householder in Pitts- 
burgh used his ashes to build his front walks, lit his morn- 
ing fires with his old newspapers, and fed his swill to the 
pigs.” Dumping places are few and remote in Pitts- 
burgh, and the results have been that every alley, guiter, 
and corner has festered with refuse; and the problem of 
keeping the city clean and well has been a hundred-fold 
increased. Long, scientific, medical names on a death cer- 
tificate, translated in common parlance, were nothing more 
than a filthy tin can plus a house fly. 

Similarly, we find Pittsburgh for ten years (until 1908) 
knowing its typhoid problem was a water problem, yet 
depending for immunity upon bottled water at fifteen 
cents per bottle; and we find 20,000 old individual privy 
vaults in the city proper. Time does not admit of the ex- 
pansion of this idea, from these homely illystrations to 
some of the more debatable undertakings of the family 
analyzed yesterday by Mrs. Gilman. Miss Butler’s stud- 
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ies of women in industry, for instance, go to show that in 
Pittsburgh the whole tone of wages in certain women- 
employing trades is fixed by the assumption that the girl 
is half supported at home. My point is that the sooner 
we disencumber the family of many tasks it is not 
equipped to handle under modern conditions, the quicker 
it will be in position to perform its real functions. 

Homestead is an example, as Miss Byington has de- 
scribed it, of how the whole task of civilization is thrown 
back upon the home. 

Here, on the one hand, is a town which is created by 
the greatest steel plant in the world; one of the master 
industries of the country, protected by our national tar- 
iff policies as few industries are protected, and studied at 
the close of one of the greatest periods of prosperity the 
country has known. What has that prosperity meant to 
the workers? Here, on the other hand, we have a town 
where time is measured since the strike when associated 
effort among men was crushed out, and where, as a nat- 
ural sequence, there has been no organization of civic life 
to meet the community’s problems. The mill, and the 
town because of the mill, have thrown the burden on the 
family life of the place. And in many things above the 
average, we find Homestead a town with gulched streets 
like a mining district, and high death rates, with—until 
a year ago—unguarded railroad crossings, with rank 
water, and no clean public recreation. It is a town where 
a majority of the workers are left no leisure by the mill 
to bear their share of the family responsibilities, and 
where, stated roughly, the families of fifty per cent of 
the workers must choose between eating insufficient food 
or living in un-American homes, between giving children 
a normal life or owning a home. 

It is a town which sums up the overloading of family 
life. Eliminating these encumbrances, the standard of 





244 American Economic Association 


living studies should afford us clearer notions of just 
what functions we should expect of families, and the 
minimums which are demanded for their performance— 
minimums of comfort, as expressed in rentals and cloth- 
ing, minimums of refreshment, as expressed in food and 
leisure, and minimums of reproduction, as expressed in 
terms of strong physical parenthood, and household equip- 
ment for caring for the young. On the test of such 
standards, public opinion could base its judgments as to 
immigration, hours, wages, workingmen’s compensation 
in case of accident, and other policies that affect or jeop- 
ardize these standards. 

My third point is that the household, existing against 
these odds, is made the goad for that damnable driving of 
men to which Mr. Devine has referred. The mill work- 
ers are for the most part tonnage men. They are paid on 
output. As Mr. Fitch states in his survey report, when 
the rate “is judiciously cut from time to time, this tonnage 
system of payment becomes the most effective scheme for 
inducing speed yet devised. Whatever a man’s earnings 
may be, high or low, his family adjusts itself to that basis 
and that becomes his minimum of comfort. The man who 
has had six dollars a day and is reduced to four dollars 
has a harder time getting along on that than the man who 
never has been able to develop four-dollar tastes. The 
mere possibility of greater earnings than any yet enjoyed 
does not suffice to rouse men to the required degree. Or- 
ly a reduction accomplishes that, for it makes it necessary 
to struggle to reach once again the old wage which was 
the minimum of comfort.” 

My last point has to do with the relation of the family 
to the dynamic character of the population of our indus- 
trial districts. In the Royal Museum of Munich is a 
group of models of mediaeval towns, carved out of wood. 
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The spires and the markets, the city wall and gates, the 
houses, gardens, and out-buildings are shown with a fidel- 
ity that has outlived the centuries. There was entrenched 
the fixity of things. A man was his father’s son. He was 
burgher, or freeman, or serf, as his father was burgher, 
or freeman, or serf. His looms and his spinning-wheels 
and his vats were as his father had contrived them. He 
lived in the house of his fathers, and it served him 
well. Pittsburgh is the antithesis of all this. It is 
all motion: The modern industrial community is not a 
tank, but a flow. Not the capacity but the currents of 
its life are important. Sixty per cent of the working 
population of Homestead are unskilled laborers. The 
great majority of these are new comers, foreign born. 
In one of the plants of the Pittsburgh District, the em- 
ployment agent hired 20,000 men in one year to keep up 
a pay-roll of 10,000. Unless the skilled worker keeps 
himself free to sell his labor in the highest market, he is 
economically at a disadvantage. 

I should not want to claim for this idea of flow as the 
distinctive element in industrial community life, such a 
revolution of conceptions as Professor Clark wrought in 
defining the production of wealth in terms of a flow of 
utilities. But two things are to be noted. The first is that it 
strengthens the demand that we relieve the family in an 
industrial community from many of the old household re- 
sponsibilities. Sanitation cannot be left to Tom, Dick, 
and Harry if they are on the go. Local health authorities 
must be developed with strength and scientific standards 
enough to maintain clear water, adequate sewage, good 
drainage. Men must have leisure enough to back up this 
sort of administration with effective citizenship. The 
lodging of the floating immigrant labor force cannot be 
left to boarding-bosses and petty landlords. The second 
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thing is that civic conditions and social agencies must be 
adapted so that mobile family units shall not be at a dis- 
advantage. Let me illustrate in the matter of shelter. 
It could be readily demonstrated that the man who lives 
in a company house, who rents from a local landlord, or 
who buys his own house in a mill town, is in each case at 
a disadvantage, either as a householder or a labor-seller. 
The English codperative housing movement, by which a 
workman buys not a building but stock in a housing com- 
pany, is a movement to give the sense of ownership with- 
out clogging mobility. Similarly, the ordinary form of 
company accident relief association ties the workman up 
tight, while a rational form of workingman’s compensa- 
tion would give him emergency resources whatever his 
changes in employment and whatever the disrupting in- 
fluences of industry upon the family. 

The development of such schemes is not more commun- 


istic than the development of organized work in a mill is 
socialistic. They may be defined as giving elements of 
stability to the family other than geographical. They 
should lessen the overburdening of the family. By that 
degree they should equip the workmen to the more readily 
withstand exploitation and advance his living standards. 





ECONOMIC GEOGRAPHY : 


An ATTEMPT TO STATE WHat It Is AND Wuat [rt 
Is Nor. 


EDWARD VAN DYKE ROBINSON. 


Geography is the study of the earth in relation to life,— 
that is, of physical environment and organic responses. 
Geography consequently draws its material from all the 
physical sciences—physics, chemistry, astronomy, geol- 
ogy—and also from the biological sciences, including in 
a broad sense not only botany and zodlogy, but also an- 
thropology, which considers man as an animal and ruled 
by necessity. 

Until the time of Ritter in Germany, and as late as 
1890 in the English speaking world, geography was 
conceived as the description rather than the study of 
the earth. It was, in fact, the geography of position, 
rather than of distribution in a dynamic sense. The 
standing injunctions’ were consequently “locate and de- 
scribe”; and students spent their time learning endless 
and senseless lists of rivers, capes, bays, counties, capitals, 
and boundaries, which they were, however, enabled by 
a merciful provision of nature speedily to forget. Ritter 
introduced a teleological conception of the world, believ- 
ing it specially made and adapted for the uses of man. 
This conception is illustrated clearly, though crudely, by 
the remark attributed to a famous preacher, that it was 
“so kind of the Lord to have made the great rivers run 
through the great cities.” 

Finally, as a consequence of the Darwinian revolution 


in biology, came the doctrine that all forms of life are 
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gradually adapted to their environment; and it is on this 
doctrine that modern geography rests. This adaptation 
is organic and passive in the case of plants and animals, 
and even of man so far as his body is concerned; but 
it is functional and active in the case of man’s economic 
activities. Thus an elephant transported to Siberia would 
have to grow a woolly covering, like the mammoth which 
once inhabited those regions, or perish; but man con- 
sciously adapts his mode of life to his physical and social 
environment, led by considerations of self-interest. And 
it is this active, conscious type of adaptation, under the 
spur of economic motives, which forms the subject matter 
of economic geography. Economic geography thus in- 
troduces a new element—the psychic nature of man—and 
is consequently the point of contact between the sciences 
dealing with external nature and the sciences dealing with 
human society. 

While geography was thus extending its field toward, 
and in fact across, the line separating it from economics, 
a similar expansion has occurred in economics. We con- 
sequently have today, in several American universities, 
courses in economic geography, under various names, 
offered both in the departments of geology (the mother- 
science of modern geography) and economics: and not 
a little doubt seems to exist as to what economic geog- 
raphy really is—whether it is geography, or economics, 
or a hybrid compound without true scientific unity. 

Adam Smith, the most concrete of the classical econo- 
mists, was keenly interested in the production of wealth; 
but with Ricardo the interest shifted to problems of dis- 
tribution, which came to be regarded as the principal part 
of political economy, meaning the aspects of private busi- 
ness that are of public concern. So far as production was 
studied by the Ricardian school, emphasis was placed on 
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the part played by capital, and consequently on the impor- 
tance of capital building as the source of economic pro- 
gress. Land and other natural resources, on the other 
hand, were considered chiefly as sources of economic rent. 
Moreover, the method of reasoning, being abstract and 
systematic, was unfavorable to any regional treatment of 
the subject. Nevertheless, the economic importance of 
division of labor was clearly recognized, from Adam 
Smith down; and, when supplemented by the theory of 
comparative costs, elaborated by Cairnes and others, this 
doctrine was ready for a regional development. In other 
words, it tended to emphasize the advantages of the geo- 
graphic distribution of labor. After the Historical 
School of economists had introduced the idea of relativ- 
ity as to time and place, the necessity was apparent not 
only for a historical but also for a regional treatment of 
economic phenomena,— in other words, for economic 
history and economic geography. 

The actual parentage of economic geography as a 
school study is, however, to be traced neither to geogra- 
phy nor to economics, but to certain compendia of unre- 
lated scraps of information concerning anything and 
everything “useful for a merchant to know” which came 
into use in commercial schools during the eighteenth cen- 
tury; and it must be confessed that economic geography 
still bears not a few marks of its origin. Thus Scherzer’s 
book (1885) which formed the basis of Chisholm, really 
belonged to Wirthschaftskunde, as this purely practical 
study is called; and through Chisholm the same encyclo- 
pedic and descriptive character has been impressed upon 
most of the English and American texts published in re- 
cent years. This juxtaposition of unconnected and undi- 
gested facts, of every degree of importance and unimpor- 
tance, is perhaps most striking in works and in chapters 
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dealing with commodities and industries at large in place 
of upon a regional basis. Wéirthschaftskunde, “what- 
ever is useful for a merchant to know,” is the first thing 
which, in my opinion, economic geography is not. 

In most of the early works on Wirthschaftskunde, 
geography was either ignored or played a very subordi- 
nate role, as is indeed the case even in the best of the 
modern works, such as Oppel’s “Natur und Arbeit.” But 
the trading interests of the classes represented in the 
commercial schools gave rise, as early as the eighteenth 
century, to a special Trader’s Geography (Kaufmanns- 
geographie, Verkehrsgeographie, Handelsgeographie), 
which is still represented in the lower and middle commer- 
cial schools of Europe by many compendia of miscellan- 
eous facts regarding transportation and trade. It was 
from this class of works that Chisholm borrowed the 
name “commercial geography”. So far as it is true to 
its name and parentage, commercial geography deals with 
accomplished facts rather than causes or tendencies, and 
with the movement or circulation of goods rather than the 
fundamental process of production. It thus lacks a causal: 
or other rational interpretation for its masses of em- 
pirical facts, and is consequently driven to use the mem- 
oriter method almost exclusively. In practice this means 
that the pages of most of the books are filled with dollars 
and bushels and tons, in lieu of principles; and that, as 
some one has well said, the old lists of capes, islands, and 
bays have been replaced by equally useless lists of exports 
and imports, which, moreover, have the further disadvan- 
tage that they become obsolete over night. Commercial 
geography, therefore, is also in my opinion what econ- 
omic geography is not. 

What, then, is economic geography? Our friends the 
geographers would doubtless answer: economic geogra- 
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phy traces the influence exercised by physical environ- 
ment upon economic activities. As I conceive it, econo- 
mic geography does that, and much more: namely, it seeks 
to ascertain and explain the geographic division of labor, 
—that is, the localization of industries, in terms not 
alone of physical environment, but of all the factors in- 
volved, cultural as well as physical. It is thus a unified 
scientific discipline connecting with classical economics 
through the doctrines of division of labor and compara- 
tive costs, and using as material all such facts, and only 
such facts, as can be shown to have relation to the geog- 
raphic division of labor. Moreover, it deals with princi- 
ples rather than details ; its method is in the main analyti- 
cal rather than descriptive; and its controlling purpose 
is to establish scientific truth rather than to serve practi- 
cal utility. No fact, in other words, belongs in economic 
geography merely because it is “useful for merchants to 
know”; nor is any fact excluded which bears on the 
geographic division of labor, however remote it may be 
from the physical environment. But no unrationalized 
fact has any place in economic geography except such as 
an “unknown” occupies in a chemical laboratory,—that 
is, as a problem to be solved. 

In accordance with its purpose, economic geography 
will therefore consider first, under the head of natural 
controls, how relief, climate, soil, minerals, and other 
natural resources influence the geographic division of la- 
bor. It will next consider, under the head of human con- 
trols, race, religion, language, nationality, and govern- 
ment in so far, and only in so far, as they clearly affect 
the geographic division of labor. And finally it will 
consider, under the head of economic controls, to what 
extent transportation, the machinery of exchange, the 
supply, skill, and standard of living of labor, the supply, 
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efficiency, and cost of capital goods, the organization of 
the factors of production, the methods of production, 
the principle of competitive and complementary indus- 
tries, and other economic factors, determine the geo- 
graphic division of labor. Thus economic geography has 
no concern in general with weights and measures, or 
money, or banks, or the whole technique of trade; but 
if it can be shown, for example, that the metric system 
gives Germany an advantage over Great Britain in South 
American markets, then the metric system becomes to 
that extent a factor in the geographic division of labor,— 
that is, it tends to locate the economic complement of the 
wheat fields and cattle ranches of Argentina in Germany 
rather than England. Or, if it is true that the payment 
of interest on bank reserves in the United States drains 
money from the country into certain great cities and gives 
them in consequence a lower interest rate, then the re- 
serve system becomes a factor in concentrating industries 
and population in the great cities and therefore in deter- 
mining the geographic division of labor. Again, econo- 
mic geography does not undertake the general description 
of methods of production: that is the business of tech- 
nology. But when the Bessemer process of steel-making 
came into use, requiring ores free from certain impurities, 
it caused a migration of the steel industry into districts 
accessible to such ores. Whenever such a readjustment 
occurs, the new process must be treated in economic 
geography, not because it is important or “useful for 
merchants to know,” but because it has become a factor 
in the geographic division of labor. 

After the general or systematic treatment of controls, 
some of the books adopt the regional plan, others divide 
the matter according to commodities or industries, and 2 
few attempt to blend the two methods, treating the cot- 
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ton industry, for example, the world over, both in its 
agricultural and manufacturing phases, in connection 
with the South. If the foregoing considerations as to 
the scope and purpose of the subject are valid, there 
would seem to be no warrant for such diversity of theory 
and practice. 

The control of industry by physical environment is 
logically first, since it underlies and conditions all others, 
even though, as often happens, other controls have be- 
come dominant. For this reason, every scientific treat- 
ment of economic geography must begin with the natural 
controls. But it is obvious that relief, soil, climate, and 
natural resources present striking differences in different 
regions, consequently the only method by which these dif- 
ferences can be analyzed and the natural control of indus- 
try can be adequately arrived at, is the regional method. 

In considering each region, moreover, all the different 
kinds of controls are encountered, though in simpler and 
more stable combinations, which exist in the world at 
large; and there is the added advantage, since the connec- 
tion of economic activities with the soil is more obvious, 
that the problem of the geographic division of labor is 
relatively simple and concrete compared to the problem 
presented by the world economy, with its bewildering 
complexity and shifting combinations of factors. It fol- 
lows, therefore, that the intensive regional study of the 
world, or of some considerable portion of it, must logically 
precede and form the training for the broader and more 
difficult generalizations involved in the study of the great 
world industries,—that is, those producing staple com- 
modities for which there is a world market. 

It remains to consider briefly the relation of economic 
geography to geography, to economics, and to agricultu- 
ral economics. 
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Economic geography derives its data relating to man’s 
physical environment from geography, as geography in 
turn derives its data relating to inorganic and organic na- 
ture from the physical and biological sciences ; but econo- 
mic geography is not, for that reason, a part of geogra- 
phy, any more than geography is, for the same reason, a 
part of astronomy or geology or botany or zodlogy. 

Moreover, as already indicated, the natural control of 
industry is only one of three classes of controls. Besides 
land, labor and capital are necessary to production, and 
variations in either labor or capital will affect the localiza- 
tion of industries quite as much as differences in physical 
environment ; yet the facts as to labor and capital are fur- 
nished by economic history or economics proper, not by 
geography. For example, oats is a cool-temperate crop, 
yet it is grown more or less throughout the South, 
where the yield falls as low as fifteen bushels per acre, 
because it can be planted in the fall and harvested between 
the seasons for cultivating and picking cotton,—in other 
words, because it is a complementary rather than a com- 
peting crop. Again, textile mills are frequently located 
in steel towns, both in eastern Pennsylvania and in the 
Rhine country, because of the large number of unem- 
ployed women and girls in such communities. Further, 
Troy, N. Y., manufactures the bulk of the collars and 
cuffs made in America. Is there perhaps something in 
the soil or climate of Troy which causes this industry to 
flourish there? The fact is, of course, that it is due merely 
to an early start, acquired business connections and pres- 
tige, and the formation of a “pool” of skilled labor. In- 
deed physical environment alone is inadequate to explain 
the use or disuse of soil and other natural resources. For 
example, the land in the suburbs of Minneapolis is as 
well adapted by nature to the growth of wheat as land a 
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hundred miles away; but it is not, and cannot be, used 
commerically for that purpose because it has become so 
valuable that crops yielding a larger return per acre must 
be planted. And the majority of the mineral deposits in 
the world are still, and perhaps will always be, economi- 
cally useless because of considerations based on labor 
supply, transportation, or markets. 

Further, not only are the data of economic geography 
predominantly derived from other sources than geog- 
raphy, but in reasoning concerning even those data which 
do come from geography, economic categories are and 
must be employed. Natural resources indeed—soil, for- 
ests, waterpower, minerals—are due to nature, but pro- 
ducts are due to man. The natural control of industry 
must consequently be transmuted into human motives 
or it remains ineffective. In determining whether or 
what he will produce, man—the individual man on 
whose initiative production in the last analysis depends— 
balances the marginal cost to himself of the effort and 
sacrifice against the marginal utility to himself of the 
resulting products, or of their equivalents in other goods ; 
and nature enters into his calculations only as it enables 
him to produce more goods or at less cost. In other 
words, natural control is effective only in so far as it 
becomes transformed in the mind of the producer into 
considerations of utility,—that is, under modern condi- 
tions, of exchange value. And where psychic considera- 
tions relating to utility and value enter, there, if any- 
where, geography surely ends and economics begins. 

In view of the fact that economic geography depends 
on other sciences than geography for many, if not most, 
of its data, and necessarily employs economic categories 
in handling all its data, it would seem a fair inference 
that economic geography is not a part of geography, nor 
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yet a mongrel compound of geography and economics, 
but an integral part of economics. For the same reasons, 
it would appear that economic geography cannot be ade- 
quately handled except by a trained economist. 

The relation of economic geography to economics may 
be further characterized as that of physical basis to theo- 
retical superstructure. It is indispensable, as economic 
history is indispensable, to establish the facts regarding 
the development and present localization of industry, 
which facts, fundamental as they are, economics must 
otherwise take for granted. To state the matter more 
practically, to attempt to instruct students in theoretical 
economics, who know little or nothing of the world of in- 
dustry from which these theories are derived, is like at- 
tempting to make bricks without straw. 

The relation of economic geography to agricultural 
economics, another recent development of economic sci- 
ence, is still imperfectly defined. Both deal in part with 
the same material; in fact, agricultural economics fur- 
nishes to economic geography many important facts and 
principles, such as the distinction between competitive and 
complementary crops. But they differ radically in pur- 
pose and scope. Economic geography has to do with 
all classes of industries—extractive, manufacturing, and 
distributive—in so far as they can be related to the geog- 
raphic division of labor: agricultural economics, on the 
other hand, is limited to one industry, or group of indus- 
tries, which it studies in detail with a view to enlarged 
returns, both for the individual and for society at large. 
Agricultural economics does not, it is true, carry its inves- 
tigations into agriculutral technology,—that is, the prac- 
tical handling of soils, machinery, and crops; but it does 
deal with everything pertaining to the business side of 
farming, on the theory that “the state prospers when the 
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people prosper,” and that, in consequence, the most effi- 
cient and economical production and marketing of agri- 
cultural products is an aspect of private business which is 
preéminently of public concern. 





COOPERATION IN THE MARKETING OF AGRI- 
CULTURAL PRODUCE. 


JOHN LEE COULTER. 


I think no one will deny that a prosperous and well- 
satisfied agricultural class in charge of a highly developed 
agricultural industry is as necessary—if not more neces- 
sary—to the welfare of a great nation as perfection in 
any other industry. I believe that the Commission on 
Rural Life which has been investigating agricultural 
conditions will report that much must be done before we 
can say that the mass of farmers of the United States are 
satisfied, happy in their lot, and as substantial a founda- 
tion for national prosperity as might be desired. Not 
until the flow of population is reversed and is directed 
from city to country can we say that the country has 
caught up with or surpassed the city. 

Some of the steps which should be taken and which 
would assist in the uplift of agriculture and the agricul- 
tural class are better educational facilities, better roads, 
more extended rural mail delivery, the parcels post, and 
better sanitary conditions. The local, state, or national 
government can at once make these improvements and 
thus perform their part in the general uplift. But this is 
not enough. The farmers must have more money with 
which to satisfy wants,—real wants which urban dwellers 
now satisfy but which rural dwellers must leave unsatis- 
fied. What is needed is, first of all, a larger net income. 
Then the farmers could make fuller use of the schools 
placed at their disposal, could pay the charges of the 
parcel post and buy parcels to be carried, could subscribe 
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for farm papers and magazines and more fully utilize 
the rural mail delivery, could have horses and carriages 
or automobiles and use the better roads, which would do 
so much toward social betterment, and could maintain 
more sanitary homes. 

Nor is it enough that the farmer should be enabled 
to fully use and appreciate these agencies or institutions 
established for him by governments. With a larger net 
income the farmer could have telephones, could encour- 
age interurban electric lines, and use them from time to 
time in order to keep more nearly in touch with the eco- 
nomic, intellectual, and social developments of the cities. 
He could reduce some of the drudgery of farming by 
greater utilization of machinery, hire more and better 
labor, and give his children more and better educational 
advantages, improve his buildings and grounds, shorten 
his hours of labor, and in all directions raise the social, 
economic, and intellectual standing of the agricultural 
class. 

We have noted two quite different ways of elevating 
the standing of the farmers,—the first by having the state 
establish agencies and institutions for their general uplift, 
the second by making possible a greater net income and 
thus making it possible for the farmers to utilize these 
things, and in other ways improve their conditions. But 
in order to have a larger net income the consumers must 
pay more for agricultural products or there must be 
greater economy in production. After a careful study 
of the economies and wastes of the present system of 
production, I do not believe that consumers need be called 
upon to pay a larger price for the produce. There must, 
therefore, be a greater economy in production. 

I mean by production the creation of utilities,—-whether 
they be form or time or place or elementary or possession 





260 American Economic Association 


utilities. With this definition of production it will be 
seen that I include not only the first steps,—those which 
are performed on the farm,—but all steps taken in the 
creation of utilities and putting them into the hands of 
consumers. Thus it is clear that marketing is merely one 
of a series of steps in production, as also are the manu- 
facturing processes, for example, milling of cereals, or 
packing of meats. All will admit that at the present time 
we have not nearly approached the most economic meth- 
ods in many of the steps of production; and I believe that 
an important change in the business organization of some 
of the steps is desirable at the present time. 

Agricultural colleges, experimental stations, individ- 
uals, and groups of individuals, have done so much in the 
last half century that the steps in production which are 
carried out on the farms have been developed to a very 
high standard. Putting into effect the results of success- 
ful experimentation would raise that phase to a state of 
perfection far above most industries. In many of the 
manufacturing processes referred to such success has 
been attained and such economy in these steps secured 
that little need be suggested in the way of improvements 
in these steps. It is, then, in the work of putting produce 
in form and getting it to the consumer in the case of such 
goods as do not pass through factories, and getting other 
produce to factories, and from the factories to consumers, 
that great waste occurs, if it occurs at any point. 

Under the present system there is a great gap between 
the farmer and the consumer of his products, which is © 
bridged by a complicated trading or distributive mech- 
anism composed of local and terminal warehouses or 
elevators, railways, commission merchants, sometimes 
factories, brokers, and other middlemen. In bridging 
this gap there are two great classes of possible waste 





The Marketing of Agricultural Produce 261 


which may occur and which may be briefly referred to. 
The first is in the gathering of the produce, sorting, grad- 
ing and packing the same, storing it until wanted, and 
shipping it to the consumer. The second is in the organi- 
zation of the marketing system, and includes terminal 
receiving, weighing, inspection, insuring, and buying and 
selling. 

Whether the goods are to be changed by manufactur- 
ing processes such as milling, packing, canning, brewing, 
or any other form of change, or directly consumed, as in 
the case of much fruit, eggs, poultry, vegetables, etc., the 
time has come when grading, packing, and shipping asso- 
ciations are necessary. Some of the economies possible 
here are (1) collective sorting, grading, and packing the 
different grades of produce; (2) codperative collecting of 
goods into sufficient quantities of uniform grade to com- 
mand the better markets; (3) more effective bargaining 
with transportation companies for better rates, services, 
special cars, etc.; and (4) codperative storing, mixing or 
separating, and handling of produce. Here we have not 
only economies which make possible larger net income for 
the farmers and a development of agriculture, but also a 
better service to consumers at the same prices. 

Much has already been done in some European coun- 
tries along this line and much is yet to be done. Much 
also has been accomplished in the United States,—for 
instance, in the cases of codperative effort among the 
grape farmers of western New York, vegetable farmers 
of the South, and fruit growers of the West. The more 
recent movement of associations connected with the 
American Society of Equity, such as the peanut farmers, 
tobacco farmers, wheat farmers, and others of the North, 
and those connected with the Educational and Codéper- 
ative Union of the South, have in mind to make many of 
these savings. 
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As an illustration of the need of some such organized 
effort, we may refer to the fact that in Minneapolis in 
1908 more than 25,000 pounds of diseased and decayed 
meats were taken from the markets by the meat inspector. 
Most of this was consignments to commission houses by 
farmers. Much of it arrived in the city in poor condition 
owing to the failure of the shippers to take proper pre- 
cautions. Great waste in fruit, vegetables, dairy pro- 
ducts, meat, and other perishable agricultural products 
are reported almost daily, on account of failure on the 
part of farmers to take proper precautions. Nor is the 
waste limited to the large class of perishable produce. 
Referring to the cereals the Minnesota grain inspector’s 
report for the fiscal year 1905-6 showed that 4,111,749 
bushels of foul seed, etc., were shipped to the terminals 
with wheat; and the report for 1906-7 shows that “of 
the 134,298 car-loads of spring wheat inspected “on arri- 
val” at the several terminal points during the year 6,525 
car-loads were docked one-half pound per bushel ; 29,146 
one pound; 28,079 one and one-half pounds; 25,634 two 
pounds; 13,306 two and one-half pounds; 12,889 three 
pounds; 18,133 over three and at an average of four 
pounds; and 586 were without any dockage,—the net 
average dockage being 32.2 per bushel as against 27.9 
ounces the previous year.” 

From this it is clear that the farmers ship annually to 
the Minnesota terminals over 4,000,000 bushels of “dock- 
age” with the wheat, pay freight on it to the extent of 
a third of a million dollars per year, haul it to the local 
stations, pay commission and storage on it, and then pass 
it over to the middlemen. 

The supervising inspector of local warehouses says re- 
garding the posibility of cleaning the grain before ship- 
ping, “It is feasible because practically all grain shipped 
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to the terminals is shipped through local houses and would 
be profitable in two ways; that of the farmer getting 
back his screenings, which he could use for feed; and in 
the large amount of freight that would be saved. One 
local warehouseman in this state told me that in one 
year he saved $216 in freight by cleaning all grain that 
he bought, and the rate from his station was only 7% 
cents per hundred.” 

Another illustration of the need for better organized 
effort among farmers is the fact that in 1907 out of a 
total of 223,873 cars shipped, 15,399 were reported by 
inspectors as in “bad order”. Railroad companies 
should be required to supply cars, of the commonest kind, 
at least, which are not leaky. Many other illustrations 
of possible savings could be cited. 

We may now refer briefly to the case where farm pro- 
ducts pass through some manufacturing process between 
producers and consumers. In a more extended treatment 
the cases of perishable and non-perishable goods should 
be separately considered. The question of ownership of 
the factory is the most important one here. At the pres- 
ent time there is a very decided movement in the direction 
of control of these factories by the producers or con- 
sumers. Codperative creameries and cheeseries in this 
country illustrate control by producers. Minnesota and 
Iowa have over 1000 codperative creameries. Factories 
owned by wholesale and retail societies abroad illustrate 
control by consumers. Another move in the same direc- 
tion is the purchase of stock in the factories by the pro- 
ducers or consumers. This makes possible a control of 
the factory policy. To illustrate we might note that in 
Germany of the 11,672,816 metric tons of beets delivered 
to the factories in 1905-6, 2,689,004 tons were grown by 
shareholders. 
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Referring to the second of the two general steps 
in the marketing system,—the commission business 
and speculation, I would ask this question: Is it not un- 
economical? And even if it could be shown to be as 
economical as a system of bonded agents of shipping as- 
sociations on good salaries, does it not harbor much of 
evil? Is there not a chance for some of these middlemen 
to betray the interests of clients and systematically over- 
charge for insurance, hauling, storing, etc.; or by buy- 
ing for themselves when the markets are depressed only to 
sell to the detriment of both clients when markets are 
better, on account of knowledge of the market, may they 
not work to the detriment of both of the other classes? 
The presence of this great gap between the producer of 
all but possession utilities and the consumers must be ad- 
mitted by all, and the chance to take advantage of the 
clients must also be admitted. 

In this connection we might profitably think of the 
economies of codperative fruit exchanges, as a result of 
withdrawing hundreds of agents or buyers of the com- 
mission houses from the field, as also of salesmen. The 
savings are comparable to those which would be possible 
if one milk man, having on hand several varieties of milk 
and cream, would serve all consumers in a certain district 
in place of the present expensive system,—or lack of sys- 
tem. 

An analysis of the progress of the last century shows a 
rapid extension of the principles of division of labor, 
with comparatively less important changes in the actual 
processes of production. Every improvement in trans- 
portation, storing, or manufacturing, and every change 
in the wants of the people affecting their demand for 
goods of the kind under consideration, has complicated 
the distributive mechanism. But we can have continued 
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division of labor without having each process performed 
by a separate class on its own responsibility. With an 
effective system of codperation, most parts of the present 
diffused marketing machinery could be managed by the 
farmers who produce the raw material. 

This is desirable because of the economy, and also be- 
cause of the effect which it would have upon the codpe- 
rators. Much of the monotony of the farm could be de- 
stroyed, social activities introduced, business-like methods 
developed, and the agricultural class raised to a higher 
plane of thought, feelings, and efficiency than now main- 
tains. 











AGRICULTURAL ECONOMICS—DISCUSSION. 


J. B. Morman: In the first place I desire to call 
attention to the mature of farm products which places 
them in an entirely distinct class from many other mar- 
ketable goods. Agricultural products are (1) neces- 
sary goods, that is, we must have them in order to live, 
and be clothed, and furnish our homes, etc.; and (2) 
agricultural products are many of them extremely per- 
ishable. This last feature is the one which emphasizes 
the need for the best facilities for the grading and market- 
ing of farm products so as to bring the best results to the 
producers and the best goods in the best condition to the 
consumer. 

It may be laid down at the outset as a general principle 
that the more perishable the product the more effective is 
the principle of codperation. Thus, if a farmer is en- 
gaged in the production of the more stable crops, as cot- 
ton, corn, wheat, potatoes, tobacco, flax, etc., it is not ab- 
solutely necessary that he rush them to market as soon 
as harvested in order to get any returns at all, for they will 
keep for many months with little or no deterioration, and, 
in fact, may improve in quality with the lapse of time. 
And, again, there may be a financial advantage in holding 
the crop for a limited length of time in the expectation of 
a rise in the market values of the farmer’s products. But 
this is not the case with many other crops and farm prod- 
ucts. The daily call of the cities is for fresh milk, poul- 
try, eggs, butter, fruits, vegetables, and so on; and the 
great perishability of most of these products makes their 
grading and rapid marketing absolutely necessary, in 
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order to bring a fair compensation to the producer and 
satisfactory goods to the consumer. 

It would be natural, therefore, to expect that codpera- 
tion would develop most rapidly among farmers who 
raise goods of a perishable nature, and this supposition is 
borne out by the facts. In all countries the greatest num- 
ber of societies is to be found among those engaged in the 
production and marketing of dairy products, meat and 
poultry products, fruits, vegetables, and other readily per- 
ishable goods. Evidently, therefore, for the welfare of 
all concerned, it is absolutely essential that the economic 
and social machinery engaged in the care, handling, trans- 
portation and distribution of such goods be of the best 
as regards cleanliness, neatness, and dispatch. 

Now, the transportation of such products from their 
places of production to the great centers of population, 
which constitute the chief markets, involves at the present 
time long hauls in fast trains, equipped especially for just 
such traffic. Thus cars must be iced and well ventilated 
in summer and warmed in winter. Great care must be 
exercised in the handling of such goods, and delivery 
must be made promptly on arrival at destination. The 
transportation of perishable agricultural products as a 
rule now requires more skilled labor, careful supervision 
and management, and special service. This means extra 
expense to transportation companies and, consequently, 
extra charges. It is this element as much as any which 
has called into greater activity the codperative movement 
among farmers with the growth of cities and the develop- 
ment of society. It has been thought that by combining 
into associations for the purpose of shipping in bulk 
rather than in small quantities, reduction in transportation 
charges could be brought about. This has been the 
case both in Europe and the United States, the transporta- 
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tion companies in the past having met the farmers half 
way on all such reasonable propositions; and thus there 
has been a saving on transportation rates to individual 
shippers, and particularly to small farmers, as a result of 
cooperation. 

The question of the increased returns to the producers 
for their farm products as a result of codperation is also 
worthy of mention. One of the requirements of those 
entering a cooperative organization is that the goods of- 
fered for sale through the society come up to a fixed 
standard, and every inducement is set before members 
to improve the quality of their products so as to give the 
goods of their particular organization a standing in the 
markets of the world. This is done on the theory that 
goods well packed and graded will secure a higher price 
than those not so marketed. As a rule this result has 
also been accomplished, as witness the high prices of Dan- 
ish butter, bacon, and eggs on the London market, of 
Irish dressed poultry and other products on the Liverpool 
market, and of the packs of fruits by certain codperative 
fruit growers on many American markets. To cite a par- 
ticular case: The Hood River Fruit Growers’ Union of 
Oregon, a combination of more than a hundred growers, 
in four years, by the excellency of their fruits and the 
uniformity and high quality of their packs, raised the 
price of apples from 85 cents to $2.50 and $3.15 per box, 
according to grade and variety of the fruit. Apples 
shipped to England in 1906 netted this association $1.32 
per box for the same grade that sold in the United States 
for 85 cents. 

Some Canadian fruit growers’ associations secured 
equally good or better results for their members by the 
sale of their packs on the Liverpool and London markets 
as a result of careful grading and marketing of their 
products. 
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As a general rule, therefore, it can be said that the re- 
sults of codperation to farmers in the grading and mar- 
keting of their products have been reduced transportation 
rates, the placing of a better quality of goods on the 
market, and increased prices. These have been the gen- 
eral results the world over. 

The economic limitations of codperation are more ap- 
parent when we examine the results of the movement as 
regards the elimination of the middleman. Very little 
of the agricultural produce raised in the United States is 
sold direct from producer to consumer. The great bulk 
goes through the hands of commission merchants and 
through them to retail dealers who sell to consumers. 
While this method now seems inevitable because of the 
complex organization of society, the aim of codperation 
has been either to eliminate the middleman altogether or 
to cut down his profits so as to assure greater returns to 
the producers. But the very organization of industry, 
whether individual or codperative, creates middlemen, 
whose function it is to serve as the agents between farm- 
ers and the consumers of agricultural produce. Codp- 
erative organizations have not been able to dispense 
with the economic machinery of distribution. In the 
United States, where the codperative grading and mar- 
keting of vegetables have reached the highest degree of 
perfection, the custom of associations is to send to the 
most important distributing points agents whose duty it 
is to inspect all cars of produce coming into their terri- 
tory. The purpose of inspection is to protect the associa- 
tion from dishonest buyers and adjust differences that 
arise when produce actually reaches the buyer in poor 
condition. The agent, therefore, is more or less of a 
middleman, for his salary takes the place of the ordinary 
commission merchant’s profits. In like manner when 
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dairy products are manufactured, a codperative associa- 
tion has to employ overseers and factory hands; where 
eggs are collected, graded, and marketed, the codperative 
associations have to employ managers, packers, clerks, 
and other workmen. In fact, the only difference between 
the commercial and codperative systems is that with the 
latter the expenses are under the control of the organiza- 
tion, and what can be saved in running expenses helps to 
increase the returns to the producers, whereas over the 
profits of the commercial middleman the producer has no 
control. That the middleman’s profits were frequently 
large and out of all proportion to the value of the eco- 
nomic or sociological functions performed, there can be 
no question; that the small farmer was frequently placed 
in an unenviable position on account of the perishability 
of his goods and his absolute dependence upon the hon- 
esty of the commission merchant through whom he did 
business, is also beyond question. In very few cases, 
however, has it been possible to eliminate the middleman 
altogether, though codperation has in some instances dis- 
pensed with the need of the itinerant buyer. The ex- 
penses of such organizations are sometimes very large, 
and this materially reduces the returns to the producers: 
thus, to cite a particular case, the Grand Junction Fruit 
Association of Colorado. This codperative concern in 
1906 did a total business of $814,278.62, of which the 
sum of $555,813.44 was paid to growers as the price of 
their fruit and in premiums. Therefore, the expenses for 
the year 1906 amounted to $258,465.18, or nearly one- 
third the total value of the business transacted. Whether 
or not the fruit growers would have received as much had 
they shipped their produce as individuals to commission 
merchants, it is impossible to say; but the figures prove 
that codperation cannot dispense with the economic ma- 
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chinery of the middleman nor escape altogether from what 
are sometimes regarded as his “enormous profits.” . But 
it was to equalize the rewards of labor on the part of these 
two parties (the farmer and the middleman), in the pro- 
duction and distribution of agricultural produce, that 
called into being the codperative organizations, and little 
consideration has been given as to what would be the 
effect of the movement on the welfare of the third party 
in the transaction—the consumer. 

Now, it is a well known economic fact that the con- 
sumer has to pay in the final purchase price of his goods 
the sum total of all costs which the complication of mod- 
ern industry involves,—that is, the costs of production, 
transportation, wholesale and retail distribution, and the 
profits of each party. For men are not in business for 
charity. Consequently, with the development of the so- 
cial machinery of distribution there has been a gradual 
rise in prices to the consumer for those particular forms 
of agricultural produce which constitute our daily neces- 
saries of life. Moreover, there seems no reason to ex- 
pect that codperation will reduce to any extent, if at all, 
the price of farm produce to consumers; for the general 
objects of codperative associations are to secure to pro- 
ducers all possible advantages in the marketing of their 
produce and to build up a standard of excellence. These 
are certainly worthy objects, but they only affect the con- 
sumer as regards the quality of goods offered for sale 
for which, as a general rule, an increased price has to be 
paid. 

In view of these economic limitations in the results of 
codperation in the marketing of agricultural produce, I 
will conclude with a few general deductions: 

(1) As TO THE IMPROVEMENT IN THE QUALITY OF 
THE PRODUCTS. 
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This is not a necessary consequence of codperation. 
While as a rule the aim of associations is to bring all 
members up to the same standard, where products are 
pooled, where individual members do their own packing, 
the inspection of such packs often results in placing them 
in a lower grade, either on account of the bad packing 
or inferior quality of the goods. In other words, codp- 
eration does not absolutely assure well-packed, first-class 
products. The only assurance of such a result lies in the 
ambition of the individual to excel, and this would bring 
better returns to the producer on the merits of the goods. 
In ordinary business dealings the better quality of prod- 
ucts brings higher prices; and when a standard of excel- 
lence is maintained the public is usually willing to pay the 
higher price for the better quality of goods. There is 
certainly an economic limit, then, to codperation in this 
direction. 

(2) As TO THE ELIMINATION OF THE MIDDLEMAN. 

This has not taken place, though there has been a modi- 
fication of the middleman’s control over products con- 
signed to him for sale. This is accomplished by the asso- 
ciation’s own agent at a salary, and in this capacity per- 
forms the business functions of the commercial middle- 
man. Under the codperative régime, therefore, the com- 
mercial relations still prevail, though in a form under the 
control of the association. 

(3) As TO THE BENEFITS TO CONSUMERS. 

These are absolutely negative, so far as the reduction 
in the cost of the means of subsistence is concerned. The 
possible benefit is in the supply of a better grade of goods 
at an increased price—a result which can and does occur 
under individualistic production and marketing of agri- 
cultural products. 

Though these difficulties which exist as a result of 
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social organization may not be overcome by means of co- 
operation, still the movement is worthy of commendation. 
The great benefits that have followed the institution of 
codperative societies among farmers the world over, es- 
pecially in the advantages that fall to the lot of the small 
farmer, who in many respects is placed on the same econo- 
mic level as the large grower and shipper, prove it to be 
one of the most practical agencies yet conceived and put 
in operation for promoting the real welfare of the agri- 
cultural classes. 

The purpose of calling attention to these facts is to con- 
trast the negative with the positive results of the move- 
ment. In addition to such benefits as the securing of 
higher prices to farmers, easier methods of securing 
credit, better returns for Iabor, better terms in purchasing 
supplies, and cheaper transportation rates,—codperation 
has had this important result in that it has had a tendency 
to keep the people on the land, and thus, to some extent, 
to diminish the tendency of overcrowding in cities. And 
how to keep the people on the land is one of the most ser- 
ious of problems the world over. Therefore, any move- 
ment that has a tendency to encourage the pursuit of agri- 
culture should receive the heartiest support of national 
governments. In view of the facts in the case, there is no 
movement so commendable at the present time as the co- 
operative organization of agriculture, the industry that of 
all industries possesses within its range the chief factors 
for promoting the highest degree of national welfare. 


T. N. Carver: Professor Emery’s paper was to me 
very suggestive and instructive. One theoretical infer- 
ence from his discussion is that where a certain necessary 
economic function is performed by men who regard it as 
a sport or a game, it may be done very cheaply. There 
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is a speculative element in the buying of products when- 
ever there is a considerable time elapsing between their 
production and their consumption. Somebody must as- 
sume this speculative risk. If there are in the community 
a considerable number of men who do this as a kind of 
sport, or through the gratification of the gambling in- 
stinct, it may be done very cheaply; in other words, there 
will be a very small margin between the price which the 
producer gets and the price which the consumer has to 
pay. 

Mr. Morman’s paper on codperation in agriculture is 
chiefly interesting to me for the reason that it shows very 
clearly that there is no real codperation in agriculture. 
Generally speaking, there are two types of codperation,— 
one that in which the people who do the work codperate 
among themselves in the doing of it, the other is where 
a number of people codperate in order to get some other 
kind of work done as cheaply as possible. The first I 
should call true codperation, the second quasi codperation. 
For example, I once visited a so-called codperative shoe 
factory. One might expect that a codperative shoe fac- 
tory would be one in which the operators ran their own 
plant, and ran it codperatively. This was nothing of the 
kind. The operators were hired just as they are in a 
privately owned plant, and were paid the same wages as 
in a privately owned plant. It was a codperative factory 
only in the sense of being owned by a codperative society 
which wanted to get shoes as cheaply as possible. That 
is, they were codperating not in their work, but in order 
to get other work done for them as cheaply as possible. 
This seems to be the only kind of codperation which is 
found among the farmers of this country. In other 
words, there is no evidence that there is any real cooper- 
ative farming, where the farms are run and owned co- 
operatively by the people who do the work. 








WATER TRANSPORTATION IN THIS 
COUNTRY. 


Rounp TaBLe Discussion. F. H. Drxon, Chairman. 


F. H. Dixon: The subject of Water Transportation in 
the United States has grown so rapidly in general interest 
and has come to occupy so much of public attention that it 
seemed entirely proper to your chairman to make it the 
basis of discussion in a transportation round table. Atten- 
tion was sharply directed to the extent and the comparative 
inutility of our waterways a few years ago, when business 
was at its height and the railroads were proving them- 
selves unable to meet the traffic requirements, and the 
interest then aroused has been kept alive by the meetings 
of various congresses and by individual discussion. 

The question has many phases and gives opportunity 
for the expression of opinion on many fundamental 
points, economic, financial, and political. The present 
situation in the United States has undoubtedly been 
brought about by our laissez-faire policy, which has left 
waterways and railroads to develop practically unaided 
by government; and I think it will be generally conceded 
that where inland waterways and railroads are left to 
private initiative, the waterways will be unable to com- 
pete. 

The question then arises, Shall the government step 
in as it has done in the European countries and subsidize 
the waterways? Will the expenditure justify itself? 
Granted that the principle can be defended, are there 
insuperable difficulties of an engineering or physical 


character that will endanger the success of such projects, 
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for example, in the case of the Mississippi and Ohio 
rivers? 

Again, shall such work be undertaken by the state or 
by the federal government? And if the federal govern- 
ment is to assume the task, shall it be proceeded with 
slowly and experimentally, or shall we enter at once upon 
a comprehensive plan, which will contemplate, for ex- 
ample, the issue.of five hundred millions of bonds? 

Such are some of the questions that suggest themselves. 
We do not propose to solve them today, but I hope we 
may get some very definite expressions of opinion upon 
them. We have passed beyond the stage when mere 
generalizations and unqualified rhapsodies upon the beau- 
ties of water transportation are longer of any value. The 
threadbare statement which is no truer today than when 
first uttered, that water transportation is inherently 
cheaper than rail, will not add to our knowledge of the 


subject. I hope that the discussion will rather take the 
form of concrete and definite expression of opinions on 
the questions involved. 





FACTORS AFFECTING THE FUTURE OF 
WATER TRANSPORTATION IN 
THE UNITED STATES. 


EMORY R. JOHNSON. 


The usefulness of inland waterways for transportation, 
and, doubtless, the extent to which they will be made 
available for use, cannot be determined merely by con- 
sidering the capital costs and operating expenses of mov- 
ing freight by rail and by water. Useful as such a study 
may be, it can supply only a part of the data required. 
The problem is a complex one containing several eco- 
nomic factors, some of which seem to be neglected in 
most discussions of the functions of waterways. 

The use of most of the inland waterways of the United 
States has declined during recent years as the result of 
two causes, the chief of which has been that the railways 
have provided most sections of the country with adequate 
transportation that was usually as cheap as, and almost 
always better than, could be provided by the waterways. 
Where the transportation service was performed by the 
railways without difficulty there was little justification 
for the expenditure of large sums of money, either public 
or private, in the improvement and extension of water- 
ways. 

Another major cause of the declining use of water- 
ways has been the growing difficulty of maintaining the 
navigability of our rivers. The practical de-foresting 
of large areas in the eastern half of the United States 
has so enhanced the seasonal variation in the flow-off of 


water as to cause our streams to alternate between periods 
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of high flood and extreme low water. Our waterways 
have been more than neglected; their navigability in a 
large measure has been destroyed by the wasteful cutting 
of our forests, and by the unscientific methods of tillage 
whereby the amount of silt thrown into the streams to 
form bars has become so great as to make it impossible 
for the rivers to maintain channels as deep and as wide 
as they formerly had. 

The fact that for this and other reasons our inland 
waterways are not now used so extensively as they have 
been in the past does not prove that waterways adapted 
to present commercial needs and kept up to date tech- 
nically will not be of large future use. One reason why 
the present light traffic on our waterways does not indi- 
cate that they are to continue to be of small service is that 
there is little prospect of any considerable future reduc- 
tion in the costs of moving traffic by rail. During the 
past ten years the unit expense of handling freight by 
rail, for reasons patent to every student of economics, 
has grown larger in spite of the fact that the rapid rise 
in the volume of traffic has, in consequence of the opera- 
tion of the law of diminishing costs in the transportation 
business, tended to keep down ton-mileage expenses in 
the freight service. The tendency towards higher cost is 
noticeable in bulk traffic as well as in package freight. 

Furthermore, and what is still more important, there 
are reasons for believing that railway transportation in 
the United States is to be gradually reorganized in such 
a way as largely to increase the cost of the service. Up 
to the present time the ideal of the’ traffic manager has 
been, and it is still his ideal, to move freight in the largest 
possible car-load and train-load units. The greater share 
of the tonnage of American railroads consists of bulky 
commodities,—such as coal, iron ore, lumber, and grain,— 





Future of Water Transportation 279 


which can be handled not only in car load lots but in 
train loads; and which, from the size of our country, 
must be moved long distances in order to reach the manu- 
facturing centers of the United States and the primary 
markets within and without our borders. Consequently 
the aim of the traffic officials has been to build up a trans- 
portation machine adapted to the economical movement 
of this kind of traffic. 

Our railroads have been extremely successful and it 
has been most fortunate for our country that such has 
been the case. It seems clear, however, that the present 
freight service of American railroads, efficient as it is, 
will not long be adapted to doing the transportation work 
required in effecting exchanges as business is being or- 
ganized. Time has come to be such an important factor 
in business that speed and certainty of transportation, 
although more expensive, may prove to be much more 
economical. In England, France, and Germany the rail- 
road freight service has for some time been organized 
so as to accomplish the quick movement and schedule 
delivery of parcels, packages, and general commodity 
freight. Such an organization of the rail transportation 
service is much more easily developed where there is a 
division of the transportation work between the railroads 
and the waterways. The division of traffic between the 
two agencies makes possible the close codrdination of 
railroad freight traffic with the wholesale and retail trade. 
This codérdination enables the merchant to reduce capital 
cost and makes it possible for the manufacturer to lessen 
both capital and warehousing expenses by permitting 
him to make frequent deliveries in small units. This 
method of conducting the mercantile, manufacturing, and 
transportation businesses meets the needs of densely pop- 
ulated and highly developed industrial countries such as 
Germany, France, and particularly Great Britain. 
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Such an organization of the business of transportation 
as has been worked out in the three European countries 
just mentioned does not result in as low average freight 
rates by rail as prevail in the United States; but the costs 
of wholesale and retail distribution and of many manu- 
facturing activities are undoubtedly less than they would 
be were the people of Europe served almost entirely by 
railroads and not by railroads and waterways. Our de- 
pendence upon railroads, almost exclusively, for the 
movement of bulky commodities long distances even at 
low average rates, while we at the same time neglect the 
development and use of our inland waterways, does not 
necessarily mean that we have organized our work of 
production and distribution in the most economical man- 
ner. Indeed, there can be little doubt that, as social and 
industrial conditions in the United States approach more 
closely those prevailing in Europe, we shall find it in- 
creasingly desirable to provide ourselves both with well- 
developed waterways for handling much of our bulky 
traffic and with railroads more efficient than present con- 
ditions permit them to be in the handling of package 
freight. We, as well as Europe, will find it profitable to 
minimize capital and warehousing costs. 

The use of American waterways in the future will 
naturally depend in no small degree upon who constructs 
and maintains them. It is practically certain that all the 
important works of transportation improvement will, in 
the future, be executed by the United States government. 
This means that the work eventually will be more system- 
atically done and that the routes selected for development 
will be of interstate and national importance. I am not 
unaware of the present lack of system in the methods by 
which the United States government now spends the 
public funds in the improvement of inland navigation. 
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None the less, I am convinced that the many powerful 
influences now operating are certain to bring about a 
complete change in the waterways policy of the United 
States government. We are apparently passing through 
a transition period as regards the construction of water- 
ways. Many of the earlier works were executed for local 
purposes by corporations which were sometimes indus- 
trial companies and sometimes common carriers. The 
larger works were constructed by the states ; now there is 
little probability that either corporations or the states 
will, except in so far as the states may codperate with 
the federal government, invest capital in waterways. The 
works required for business needs are mainly interstate 
and national in character. This is so plainly the case that 
there is rapidly growing a demand on the part of the 
public that the entire‘net work of American waterways 
shall be improved and extended systematically by one 
authority, with reference to the economic and social needs 
of the entire nation. In the future but small place in the 
development and control of waterways will be occupied 
either by the states or by private corporations. 

Possibly the factor of most significance with regard 
to the future use of American waterways is the growing 
appreciation on the part of the people of the United 
States of the vast importance of water as a natural re- 
source that should be utilized as fully as is practicable. 
The water that falls in rain and snow over our vast terri- 
tory, like the soil upon which it descends, is a permanent 
natural resource that can be definitely measured agd can 
be utilized as fully as the agricultural, industrial, social, 
and navigation needs of the country require. Until re- 
cently we have thought of this water resource mainly in 
connection with navigation; now we are studying it with 
reference not only to navigation but also to the irrigation 
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of our arid lands, to the development of the immensely 
valuable water power, and to the redemption of over- 
flowed swamp areas. To make our water useful for 
these purposes, as well as to supply ourselves with lumber 
and fuel, we are setting about systematically to maintain 
and restore our forests. Unquestionably our apprecia- 
tion of the necessity of conserving and using the entire 
water resources of the country simultaneously for irriga- 
tion, water power, navigation, and for the people of our 
cities, will hasten the movement for the development of 
our navigable ways; moreover, stream control for pur- 
poses of commerce will come more quickly because it will 
hasten the reclamation of vast areas of reclaimable swamp 
lands. 


Conclusion. 
Instead of attempting to discuss in detail the many 
factors affecting the future of water transportation in the 


United States, the following conclusions are submitted as 
a basis for discussion : 

1. The internal commerce of the United States is 
growing rapidly and is certain to increase with acceler- 
ating speed. The demand for economical transportation 
facilities for the movement of bulk traffic will not lessen, 
but will increase—at least for some time to come. It will 
apparently be economically desirable that the larger trunk 
line water routes of the United States shall be adapted to 
commercial uses. 

2. The necessity for the development of our waterways 
is emphasized by the fact that any considerable future 
reductions in the costs of rail transporation are improb- 
able. 

3. The service of American railroads will probably be 
changed so as to permit the handling of a large volume 
of commodity freight expeditiously and in small units. 
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This will tend to make rail transportation costs higher 
instead of lower. 

4. The foregoing facts suggest that the following law 
is valid: The economy of employing both railroads and 
waterways for the performance of the transportation 
services becomes greater in every country and in par- 
ticular sections of a country with the increase in popula- 
tion and the development and specialization of industry. 

5. The future use of American waterways for naviga- 
tion will be increased by the conserving of our entire 
water resources for all purposes to which they may be put. 





WATER TRANSPORTATION—DISCUSSION. 


C. J. Buttock: The financial aspects of the question 
before us should not be overlooked in this discussion. If 
we may judge from past experience, it is probable that all 
estimates of the probable cost of projected improvements 
absurdly underestimate the sums that will be required, 
and we may expect the ultimate outlay will be from 50 to 
100 or even 200 per cent greater than the estimates. We 
may assume also, if past experience is to be a guide, that 
with desirable projects there will go a certain number of 
undesirable or questionable projects which must be in- 
cluded in order to secure needed support for the schemes. 
On these and other accounts, therefore, it is important 
to consider the question of expense. Some of the speak- 
ers this evening have advocated the plan of making the 
waterways free, and defraying the entire expense through 
the issue of bonds,—that is, ultimately by taxation. Tolls 
collected from those using the waterways are objected to 
as taxes upon commerce, but this does not dispose of the 
question. The additional outlay that the waterways will 
require must be provided for by some form of additional 
taxation, and it is not improbable that Congress would 
select taxes which fall upon commercial transactions and 
are open to precisely the same objection that is brought 
against the policy of charging tolls. It is further to be 
considered that, if the policy is adopted of making the im- 
provements self-sustaining whenever possible, greater 
care will be exercised in authorizing projects, which would 
be a very desirable thing. From any point of view from 
which one looks at it, the proposal for inaugurating a 
comprehensive plan of improvements at the national ex- 
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pense needs most careful consideration before one gives 
his assent to it. 


Stuart Daccett: There are two matters which have 
received less attention in this discussion than I think they 
deserve. One of them is the question of the importance 
of terminals in rail and water transportation. The ad- 
vantage to be sought from water lines lies in the relief 
from congestion at railroad terminals, not in the diversion 
of freight from railroad cross-country lines. In the fall 
of 1906 it was the inability of carriers to get cars through 
the relatively few miles of yards at Buffalo and at Chi- 
cago which injured produce dealers in the East, not their 
inability to provide trackage outside of those cities. The 
terminals limit the capacity of the average railroad, not 
the main line tracks. Now, if this be so, discussion of 
water transportation should dwell a little more, I think, 
on the probability of improved terminal accommodation, 
and a little less on the relative merits of river, canal, and 
railroad transportation in respect to cheapness and speed 
of haul where no terminal obstacles are to be overcome. 
Unfortunately the advantages of water transportation 
are less apparent when this is done. A canal as well as 
a railroad has to occupy terminals convenient to shippers. 
and these are probably as expensive when used for water 
as when used for rail carriage, if of equal goodness. To 
illustrate from a concrete case, the problem of providing 
facilities at the city of New York for the traffic of the 
enlarged Erie Canal will be one of the most serious which 
New York state will have to solve in connection with that 
enterprise. 

The second point has to do with relative rates on 
canals and on railroads. Assuming that tolls are to be 
charged, and that waterways are to be operated by inde- 
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pendent companies of boatmen, it seems to me doubtful 
that the boatmen will be able to underbid the railroads, 
for the reason that on each shipment they will be obliged 
to charge a sum which will cover tolls plus cost of opera- 
tion. This a railroad does not do. Low grade goods by 
rail pay only a part—sometimes not even that—of the 
tolls which they would normally be charged, and this is 
defended on well-known principles of rate-making. The 
total cost of operation of waterways may be less than that 
of railways, and yet the rates on low-grade commodities 
on railroads may be less than waterways can afford to 
ask. Like the matter of the importance of terminals, 
this point needs only to be mentioned, and yet it is very 
apt to be neglected. 





THE BEST WAY TO WORK FOR TARIFF RE- 
VISION. 


H. C. EMERY. 


The object of this paper is not a discussion of the ar- 
guments for or against tariff reduction, but rather a con- 
sideration of certain practical methods for securing such 
reduction. I proceed on the assumption that whether 
we are protectionists or free traders in theory, we are 
agreed that the present tariff is not suitable to our present 
needs, and that some modification of it is desirable. It 
is, however, necessary to make a few preliminary obser- 
vations in order that the point of view from which the 
practical suggestions are offered will be understood. I 
shall group such observations and suggestions in the form 
of nine statements which are not meant to be more than 
hints furnishing a basis of discussion. 

1. The influence of the protective tariff in this country, 
whether for good or evil, has been greatly exaggerated. 
It has not been the chief cause of the economic prosperity 
of this country, not even the chief cause of its great indus- 
trial development. On the other hand I do not consider 
the tariff to have been the great evil which it has been 
thought to be by many pronounced free traders. In mak- 
ing this statement I am referring to the economic effects 
alone. The moral evils involved in the undue pressure 
of private interests on our law making body constitute to 
me far and away the most important indictment against 
the tariff, but there is 20 occasion for a discussion of such 
a problem in this paper. Economically the tariff has 


doubtless worked badly in many cases; a higher level of 
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prices has frequently prevailed and hardship has some- 
times come to manufacturers because of the higher cost 
of raw material. But in other cases I incline to think the 
tariff has had a beneficial influence in helping toward the 
development of industries that were well worth develop- 
ing ; even if sometimes their development has led to a con- 
diton of monopoly, a condition in turn which may be con- 
sidered desirable or undesirable, according to one’s eco- 
nomic theories. Speaking for myself, I am by no means 
sure that the economic prosperity of this country would 
be greater at the present time if the free trade tendencies 
of the period before the Civil War had come to full frui- 
tion, and if we had lived under a tariff for revenue only 
in the last half century. If the tariff has not been a ben- 
efit, it has to my mind been a minor disease which the 
healthy body economic has been able to carry without 
great injury. 

2. In any case we must recognize the fact that our in- 
dustries have been built up during a period of protection, 
and therefore the practical question is not whether protec- 
tion should have been adopted originally, but whether it 
should be abolished now, and if not, how far it should be 
modified. Few of us, I think, would go so far today as 
to agree with Henry George when he stated that to talk 
of tariff reform was as absurd as to talk of cholera re- 
form, the only thing to do with either plague was to 
stamp it out at once. There are, of course, some free 
traders who still accept the naive doctrine that “industry 
is limited by capital” in the extreme form of supposing 
that a given quantity of capital always results in a given 
quantity of industry, and, therefore, if capital cannot be 
employed profitably in one line of industry, it always au- 
tomatically finds profitable employment in another. This 
of course involves the assumption that the industry of a 
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country cannot decay. Today, however. we recognize 
that the factors that bring about prosperity in the business 
world are much more complex than a mere enumeration 
of land, labor, and capital, in quantitative terms. Per- 
haps it is not too much to say that the psychological fac- 
tors which determine the “spirit of enterprise”, to use 
Hamilton’s phrase, are as important as the physical fac- 
tors. So far as we believe this, we are bound to recog- 
nize the necessity of caution in making radical changes 
in our commerical policy, and the danger of allowing 
theory to run away with common sense. If a certain line 
of industry really could not exist without the tariff, and 
has existed for a half century under it, he would be a rash 
man to put in control of public affairs who would follow 
the theory of free trade to the point of removing all pro- 
tection to it at a single stroke. That is, for practical pur- 
poses, we are not likely to secure successful results if we 
start out with the assumption that all reductions are good 
at all times, and are good in proportion to the amount of 
reduction. 

3. This involves evidently the necessity of studying 
carefully the effects of protection in each individual case 
and the probable effect of its removal. Such a con- 
clusion is a hard one to arrive at because it involves well 
nigh insuperable difficulties. I certainly do not feel com- 
petent to speak, except in a most tentative way, regarding 
the effects of a single individual schedule of the present 
tariff, and it seems well nigh impossible to secure a body 
of men who can speak with authority regarding all of 
them. At the same time difficulties like this are inevitable 
in the case of the government of public affairs, and must 
be met with such intelligence as the public or its represen- 
tatives possess. It is possible to suggest a few general 
principles to be kept in mind in such investigation. 
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The possible effects from a reduction of the duty on 
any particular commodity may be grouped under three 
heads: 

‘a. Such a reduction may have no effect,—that is, the 
duty may have been nominal. The home market may be so 
completely controlled by the home producer that the com- 
petition from outside would have no effect upon prices or 
production at home. In this case, of course the duty, al- 
though it may be nominally very. high, is really no eco- 
nomic injury to the community, except for the irritating 
effect which it has upon the sensibilities of free traders. 

b. A reduction might have the effect of reducing the 
price of the article materially, while not seriously dimin- 
ishing the amount of home production. That is, it might 
simply give to the consumer a portion of the high profits 
which had formerly been received by the manufacturer. 

c. Such a reduction might have the opposite effect of 
reducing the price only slightly, but thereby so increasing 
the competition on the part of manufacturers who had 
been working on a low margin of profit that many of 
them would have to go out of business and the home 
production would be seriously curtailed. Evidently it is 
very difficult to determine which of these three effects 
would be found in any particular cases. But I venture to 
suggest that the general rule should be that, where the 
removal of a duty would mean a decided lowering of the 
price without any serious reduction in the extent of the 
home industry, such a duty should be removed. On the 
other hand, where a reduction of duty would seriously in- 
jure the home producer without giving a very material 
reduction in price to the consumer, the reformer chat 
hesitate before advocating a change. 

We may take steel rails for an example. Many tariff 
reformers seem to be decidedly convinced that steel rails 
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come under the second of these three cases; that the pres- 
ent price of $28 per ton is made possible simply by the 
existence of the present duty of nearly $7, and that the 
removal of that duty would mean a reduction in the price 
of steel rails to that extent; and, further, that this would 
simply mean a reduction of dividends on a large amount 
of watered stock, without really suspending the growth 
of the steel rail business in this country. On the other 
hand, some manufacturers would have us believe that 
they come under the third head; that the effect of remov- 
ing the duty would be to seriously curtail the amount of 
home production, throwing a large amount of labor and 
capital out of employment. Without knowing much 
about it myself, I am rather inclined to think that the duty 
on steel rails comes under the first of the three heads; 
and that, although there might be a temporary reduction 
in the price, the home market is so completely in control 
of the great steel interests that in general they would be 
able to maintain not only the present amount of produc- 
tion but the present price policy pretty consistently, duty 
or no duty. It is undesirable to multiply examples here, 
but in order to make a little more clear the general princi- 
ples which I have just suggested, I would suggest that 
raw wool evidently comes under class B, where the gain 
to the consumer from removing the duty altogether would 
be very much greater than the loss to the producer. On 
the other hand, I should think that the woolens schedule 
would have to be treated somewhat differently. I should 
not want to be taken as an advocate of the present high 
duties on woolen goods, but I should imagine that a mod- 
erate degree of protection would still be necessary and 
that a complete removal of such duties would cause more 
harm than good. 

4. Let us recognize that the argument against protec- 
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tion based upon the consumers’ interests has been proved 
historically a failure. For some reason, and that I think 
a pretty natural one psychologically, men in the business 
world, whether in the position of employer or employed, 
are far more concerned with their interests as producers 
than their interests as consumers. So long as the income 
is large, men don’t worry so much about the outgo, and 
manufacturers will advocate a policy which gives them 
good prices on a large product rather than a policy which 
compensates for a fall in such prices by a fall in the cost 
of their materials. The working man pretty much every- 
where will vote for the policy which he thinks will give 
him high money wages. Wherever the free trade move- 
ment has been in any large degree successful, it has been, 
I think, due to the fact that the movement has appealed 
to the interest of producers. The English free traders 
grew pretty hopeless in the task of convincing the Eng- 
lish workingman that his interests as a consumer of bread 
were injured by the Corn Laws; and the real force behind 
the abolition of protection in England was as much the 
powerful class interests of the manufacturers as it was 
the philosophy of Adam Smith, or a public-spirited desire 
to relieve the public of high prices for food. Adam 
Smith said in the eighth chapter of his fourth book, that 
the error of mercantilism had been that it considered the 
interests of producers to the exclusion of the interest of 
consumers. His claim was that, since all production is 
but a means to the end of satisfying the needs of produc- 
tion, public policy should be guided solely with an eye to 
the interest of the consumer. 

This is good economic philosophy but it is bad psychol- 
ogy, because in the modern business world men have real- 
ly forgotten that they produce in order to consume, and 
look on the selling of goods in the market as the object 
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of life, the selling of as many goods at as high prices as 
possible. It may be said that this is a narrow view, and 
that the business of those who know better is to educate 
the public to see that their interests as consumers is more 
vital. For myself, it seems to me that a century and a 
half of such teaching has accomplished so little that it is 
hardly worth while to wait another century and a half 
before attempting to secure some practical results. Is it 
not more sensible to accept the fact as it is and shape our 
course accordingly? 

5. When the interest of producers demands reduction 
in the amount of protection, then such reduction becomes 
a possibility. This is because in the first place, as already 
indicated, these interests seem more vital to men than their 
interests as consumers, and, secondly, because producers 
are commonly much better organized. A powerful group 
interest now appears in the arena, capable of making its 
influence felt; and, when this happens, concrete results 
may be expected.. This interest of the producers in tariff 
reduction may appear in the form of a demand for free 
raw materials, although this is not likely to become of 
great importance, for the reasons just suggested. It may 
come, however, not from their desire to be able to buy 
more cheaply, but from their desire to sell a larger pro- 
duct,—that is, their desire to secure foreign markets. In 
proportion as the manufacturer becomes more and more 
dependent upon a foreign market for the disposal of 
his output, he becomes more strongly inclined towards a 
commercial policy which will secure to him the greatest 
concessions possible in these foreign markets, in which 
case he may be more ready to advocate similar concessions 
on our own part. This I think may be said to be a very 
general experience throughout the world. The move- 
ment for tariff reduction, whether by statute or by com- 
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mercial treaty, has been very largely in response to the 
interests of exporting manufacturers. 

6. This is where the chief encouragement « comes for 
the reduction of the tariff in this country today. We 
have most of us got beyond the point of making any pre- 
dictions in tariff matters, and the present hopes may be 
met with the same disheartening results which have been 
met in the past, when a supposed movement of tariff re- 
form has ended in increased rather than decreased protec- 
tion. Still there does seem to be not only a genuine 
agitation for tariff revision at the present time, but a 
very different kind of agitation from that of twenty years 
ago, the difference lying in this very fact, that the de- 
mand comes, now, much more from the producing inter- 
ests. It is certainly significant that the National Asso- 
ciation of Manufacturers should declare in favor of tar- 
iff reduction. In many fields, the home manufacturer 
feels that the home market has been pretty completely se- 
cured. He is now not so much afraid of the competition 
of the foreigner in his own market as he is eager to com- 
pete with the foreigner in neutral markets; and, in pro- 
portion as his eye turns to the foreign market, his heart 
feels a change on the matter of high protection. In the 
case of most of the leading manufactures, the proportion 
of imports to the home product is decidedly small, while 
in some cases our exports are already greatly in excess of 
our imports. These men can make themselves felt much 
more effectively than any disinterested person advocating 
the principles of free trade as beneficial to the public at 
large. If any reduction is to be brought about, it must be 
by all those who favor it pulling together, and not work- 
ing at cross purposes. I think then it behooves a body 
of students and scholars to codperate as heartily as pos- 
sible with those who work towards the same end, even 
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if they are working on a different theory or from a dif- 
ferent motive. If the manufacturers who are now de- 
manding some modification of the tariff have a false the- 
ory of international trade, I am not much concerned with 
that fact. If they are working for their own interest 
purely, rather than for the interest of the public, I should 
not worry over that. If I felt that they were really 
bringing a presure to bear which would secure the desired 
end, I should be inclined to aid their efforts as far as 
possible. It has been suggested to me that this is a cyni- 
cal attitude to take, but it does not seem so to me. Most 
important reforms are a result of the codperation of inter- 
ests which are not all based on the same intellectual or 
moral premises, and to refuse to work toward a common 
purpose save on an identical intellectual theory, or with 
the same moral purpose, seems to me too visionary an 
attitude to take toward the practical problems of public 
affairs. 

7. If some modification of the tariff can be brought 
about by such codperation, what plan of reduction shall 
be advocated? It might be said that the way to reduce 
is to reduce, and that the thing to advocate is a new tariff 
act with more moderate rates. This, however, it seems 
to me, misses the point of the importance of the producers’ 
interests. To a considerable extent the men who are agi- 
tating in favor of revision are not so much concerned with 
the reduction of our tariff as the reduction in the tariff of 
other countries. It is not because they want to buy mate- 
rials cheaper, but because they want to sell a large quantity 
of goods, that they are interested in this movement. If so, 
the mere reduction of duties at home by the ordinary 
method of a general tariff act would make a far less effec- 
tive appeal to them. On the other hand, the adoption of 
a commercial policy by which restrictions in other markets 
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upon our goods would be removed, would unite the in- 
terests both of those who advocate revision for this pur- 
pose only, and those who advocate revision on general 
free trade principles for the consumers’ interests. It is 
a strange thing that in this country reciprocity has fre- 
quently been looked upon as part of the free trader’s the- 
ory and program, while really in every other country, 
and over a period of centuries, reciprocity treaties have 
been an essential part of the protectionist policy, and have 
been on the whole the scorn of the free trader. It will 
be recalled that the extreme free traders in England bit- 
terly opposed the Cobden Treaty of 1860 because it was 
opposed to their fundamental principles. To negotiate 
and make mutual concessions was a part of protectionism, 
while the theory of free trade demanded one-sided aboli- 
tion of duties by England alone. Furthermore, we have 
unfortunately in this country tended to substitute for 
real reciprocity a policy of retaliation. The McKinley 
bill was supposed to include a reciprocity clause, but it was 
a clause which simply empowered the President to add du- 
ties to articles then on the free list, and made no provision 
for reduction. If anything effective is to be secured, it 
must involve a change of attitude and a recognition that 
the only way to secure concessions is to make genuine 
concessions in turn. 

It is not possible to go into any lengthy discussion 
here of the two rival methods, the double tariff and 
the treaty or conventional tariff. One important objec- 
tion to the idea of the double tariff in its ordinary 
form arises from this very spirit of retaliation which 
is so prevalent among our law makers. The Republican 
declaration in favor of a double tariff probably means 
a minimum tariff based upon the present tariff law, and 
the maximum tariff of high rates to be used as a club 
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to force concessions from other countries. The question is 
whether we wish to use the big stick in commercial mat- 
ters and irritate everybody with whom we have dealings, 
or whether it is wiser to adopt a policy of reasonableness 
in such matters and to recognize that we cannot expect to 
take everything and give nothing. For the securing of 
such a general policy, the scheme of commercial treaties 
seems to be more desirable, besides being much more flex- 
ible in meeting particular situations, than the double tariff 
system. Mr. Stone and others have discussed the advan- 
tages and disadvantages of the two methods fully and 
clearly, and the objections which have been brought 
against the commercial treaty method are of course of 
great weight. Unquestionably we could not adopt the 
German method outright. Treaties that become of the 
nature of new legislation regarding tariff rates, requiring 
the approval not only of the Senate but of the House as 
well, are practically impossible. We have certainly had 
experience enough to realize the impracticability of any 
satisfactory negotiations on such lines. I have wondered, 
however, if a combination of the two methods would not 
be possible by a general extension of the clause of the 
Dingley act, under which we now have agreements with 
several countries. Suppose an act could be passed author- 
izing the administration to enter into tariff agreements 
with other countries, under which duties might be reduced 
on any ware by the amount of 30 per cent in response to 
concessions from the other countries. The new scale of 
duties would already have been fixed by a statute and 
would not require further action by Congress; and yet all 
the advantages of adjusting the reductions to the problem 
of each particular country would be secured. Furthermore, 
there would not be multiplicity of rates, since in any case 
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there could not be more than two rates on the same com- 
modity. 

8. The American interpretation of the most favored na- 
tion clause would particularly favor the reduction of tariff 
by means of commercial treaties. If reduction had to be 
universal for the imports of all countries, it would be 
much more difficult probably to secure a reduction in any 
case. Where reduction can be made simply on the goods 
of a single country, nothing is lost in the matter of secur- 
ing concessions abroad, while the opposition of home 
manufacturers would probably be much less; and, were a 
few such experiments tried, it is not unlikely that the evil 
results to the home manufacturer would prove so unim- 
portant that further expansion of the policy would become 
more and more easy. 

g. The question may be asked how far such a policy is 
likely to be successful in really securing concessions 
abroad, and how far these concessions are of any value. 
I think experience already has proved that very much 
could be gained in both these regards. Certainly our re- 
cent relations with Germany prove that it would be easy 
to secure concessions from other countries. The subject 
of our relations with Germany is not one, I think, on 
which the American with any generous feeling cares to 
dwell. But the fact that despite our aggressive attitude 
we have been able to secure the treaty rates on products 
of vital importance to our export trade in return for a 
concession of the most ridiculous inadequacy on our part, 
shows what might be accomplished by a broader policy. 
The German government was able to save its pride by 
means of the agreement under which we have reduced by 
20 per cent the duty on four or five unimportant articles 
of import. It may be said that if we can get so much and 
give so little we should continue the policy, and that there 
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is no reason for advocating further reductions on the mere 
theory of reciprocity if we can get what we want without 
it. But it is not to be supposed that the nations of Europe 
are going to rest permamently contented with any such 
arrangement. Already our export trade is hampered in 
some important regards by the higher rates which it has to 
meet, and there is grave danger that if some concession is 
not made, such a country as Germany will face even the 
danger of a tariff war with us rather than to permanently 
give us the rates of the conventional tariff. It is not 
enough to say that other countries are much more depend- 
ent on us than we on them, and that we can hurt them 
more than they can hurt us. That may be true. It does 
not follow from that, however, that we should adopt the 
attitude of a certain prominent congressman, who always 
replied to every suggestion of an advance in foreign rates 
by advocating additional duties here. It may be possible 
that a bigger boy can lick a smaller boy, but it does not 
necessarily follow that it is to the advantage of the bigger 
boy to do so. The injury of the smaller boy can’t be any 
direct benefit to him, and he may get some serious scratches 
himself. That we may be absolutely indifferent to rates 
put on American products abroad, seems to me a form of 
blindness of which almost nobody but a congressman is 
capable. The higher rates of the regular German tariff 
would seriously handicap the agricultural interests of this 
country in competition with countries enjoying treaty 
rates. A difference of 10 cents a bushel on wheat, to take 
a single illustration, is not to be looked on lightly. Simi- 
larly the growth of our exports of machinery. and dozens 
of other kinds of manufactures, may depend largely in 
the future on the character of the policy of other coun- 
tries, and this policy may depend in turn on the extent to 
which a liberal policy of mutual concessions may be en- 
couraged here. 
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The upshot of these suggestions is that for the practical 
object of tariff revision we should all get together; hence 
recognize and codperate with the producing interests; 
hence suspend for the moment the propaganda in favor of 
tariff for revenue only based on the general free trade 
philosophy in favor of an agitation for reciprocity based 
on the gain to be derived by our exporting interests from 
concessions made abroad. 





DUAL TARIFF SYSTEMS. 
N. I. STONE. 


The coming tariff revision which is at present claiming 
the undivided attention of the Ways and Means Commit- 
tee, and is awaited by the business world with some de- 
gree of anxiety, has been undertaken with the object not 
only to adjust our rates of duty, but to bring our tariff 
policy in line with that of the principal foreign nations. 
Hence the demand for a dual tariff. Hence also the defi- 
nite committment of the national platform of the Repub- 
lican party, of the Speaker of the House of Representa- 
tives, and of the Chairman of the Ways and Means Com- 
mittee to a maximum and minimum tariff. 

But while the country seems to have made up its mind 
on the subject of a dual tariff, there does not seem to be 
as much clearness as to the kind of a dual tariff we are 
to have. European experience in this regard becomes 
a legitimate object of interest to us, since it is principally 
those nations that we will have to deal with in our new 
tariff policy. Shall we have a conventional tariff system, 
fashioned after the German pattern, or shall we follow 
the French system of a general and minimum tariff (for 
some reason misnamed “maximum and minimum” in this 
country)? In the former case Congress would have but 
one tariff to enact, leaving to the Executive the negotia- 
tion of reciprocity treaties by which the rates adopted by 
Congress would be reduced in return for reciprocal con- 
cessions by foreign countries—a procedure not unknown 
in American tariff history. In the latter, Congress would 


adopt two sets of rates, leaving to the Executive the 
801 
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application of the minimum rates to those foreign coun- 
tries which in his opinion offer sufficient reciprocal con- 
cessions, but leaving no discretion to the Executive as to 
what the minimum rates shall be. Each system has its 
own advantages and its success depends on conditions, 
economic and political, prevailing in the country adopt- 
ing it. 

Of the two types of dual tariffs worked out by Europe, 
the conventional counts among its adherents Germany, 
Austria-Hungary, Russia, Italy, Switzerland, Belgium, 
Portugal, Roumania, Servia, Bulgaria, and last but not 
least Japan. The maximum and minimum is today in 
operation in France, Spain, Greece and Norway, the latter 
applying the system in a modified form which will be 
described later. 

It will thus be seen that the conventional system has 
a larger number of adherents among the nations of the 
world than the maximum and minimum. Moreover, the 
latter is losing ground both as regards the countries in 
which it is applied and as to the manner of its applica- 
tion. Russia, after finding herself embroiled in a tariff 
war owing to the rigidity of the maximum and minimum 
tariff, has abandoned it for the conventional system. Nei- 
ther France nor Spain has been able to escape tariff wars 
for the same reason, and France, like Russia, was com- 
pelled to reduce her minimum tariff below the rates laid 
down by parliament in order to put an end to those wars. 
Greece has managed to steer clear of hostilities by profit- 
ing by the examples of the nations just mentioned, and 
conceding reductions of rates below those authorized in 
her minimum tariff. In other words, the fundamental 
principle underlying the maximum and minimum system, 
that of autonomous determination of the minimum rates 
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by the legislative body, had to be abandoned in most cases 
by the nations which have adopted it. Norway alone has 
furnished a conspicuous exception among the latter, her 
success being due to the fact that her minimum tariff is 
so low that no foreign nation could possibly find fault 
with it. Moreover, Norway, unlike France and Spain, 
does not negotiate any tariff treaties and does not ask for 
any special concessions other than that her goods be ad- 
mitted at the lowest rates applicable to other nations. In 
return she uniformly applies her minimum tariff to all, 
reserving the maximum for countries which might dis- 
criminate against her. The case of Norway has a partic- 
ular interest for us, as will appear when we come to dis- 
cuss our most favored nation policy, 

So much for the working of the so-called maximum 
and minimum tariff. Now, let us consider the conven- 
tional. The legislative body adopts a single tariff and 
authorizes the executive to negotiate treaties with for- 
eign nations, by which reductions from the rates adopted 
by parliament are granted in return for reciprocal conces- 
sions by foreign countries. As each nation naturally tries 
to secure concessions on the products in which it is partic- 
ularly interested, and as not all of them are equally ag- 
gressive or successful in obtaining concessions, the mini- 
mum or conventional rates granted to the various nations 
by one country are found to differ so much that, were 
each set of duties to be applied to the products of the 
respective nations, the country would have as many tariffs 
as there were treaties negotiated by it. Such complexity 
and confusion is prevented by the application of the most 
favored nation principle interpreted in the broad liberal 
spirit evolved by European practice. 

The conclusion of a number of reciprocal treaties or 
conventions results, therefore, in the formation of a single 
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conventional tariff consisting of the lowest rates granted 
in any of those treaties and applied uniformly to all for- 
eign countries entitled to favored nation treatment. 

Time limitation will preclude detailed consideration of 
the merits of each system, which can only be summed up 
briefly. 

Granting that the object of a dual tariff is to secure for 
the domestic products as high protective rates as possible 
within the limits laid down by the legislature, while forc- 
ing the tariff gates of the nation you negotiate with as 
far ajar as you can, the conventional tariff system has 
certain advantages which are responsible for its growing 
popularity among the principal nations of the world. 
With no minimum rates fixed in advance, there is more 
room for bargaining on either side and for coming to a 
mutually satisfactory agreement by a series of give and 
take steps. At the same time each side feels it has a stra- 
tegic advantage in not being obliged to disclose all of its 
cards at the outset. But whatever weight one may at- 
tach to considerations of elasticity and strategy, which 
are more apparent to the diplomat than the people at 
large, there is a very important economic consideration 
which so largely accounts for the popularity of the con- 
ventional system, and that is the stability it ensures the 
business world. Nearly all of the German treaties have 
been concluded for a period of twelve years. This means 
that during that period the German business man is abso- 
lutely certain that he is safe from unpleasant surprises in 
the way of sudden tariff changes affecting either his raw 
materials or finished products at home or in the countries 
with which reciprocity treaties have been concluded. Un- 
der those conditions there is greater disposition to make 
large investments in plants which can yield profitable re- 
turns only over a long series of years. 
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Under the French system, which jealously guards the 
principle of autonomy in determining minimum rates and 
of freedom to change them at will with a view solely to 
national needs, the minimum rates are not as a rule fixed 
in the treaties beyond the possibility of change, the only 
guarantee given to the contracting countries being that 
they are to have the benefit of the minimum rates, what- 
ever they may be. Since the enactment of the French 
general and minimum tariff of 1892, which is still in 
force, there have been no less than 348 modifications of 
tariff rates.1 During the corresponding period there 
were practically no changes in the German tariff aside, 
of course, from the great tariff revision which took place 
in 1906. The French attach more value to their freedom 
to change rates at will; the Germans and most of the 
other European nations seem to be willing to forego this 
right for the stability in business conditions which the 
binding of rates by treaty secures to them. They also 
bear in mind that reserving the right to alter rates implies 
like privileges for other nations which if exercised by 
all would render nugatory all reciprocity treaties and de- 
feat the very object for which they are concluded. 

But in considering the adaptability of the system to the 
United States we must not lose sight of the marked con- 
stitutional differences which affect legislation here and in 
European countries. In Europe the executive branch of 
the government participates to a large extent in the work 
of legislation. In Germany where conventional tariff 
making has been worked out to a greater degree of per- 
fection than elsewhere, there is a kind of business parlia- 
ment, or semi-official body composed of the representa- 
tives of the leading industrial, commercial, and agricul- 
~ * “Politique Douaniére et Prosperité Industrielle”, par Germain 
Paturel, in the fortnightly L’Expansion Commerciale, Nov. 16, 1908, 
p. 675. 
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tural bodies, recognized by the government and shaping 
the tariff from its incipient stages until it reaches parlia- 
ment in the shape of a perfected bill, where it is introduced 
by the government itself. The rates are purposely fixed 
higher than is thought either necessary or desirable from 
the protectionist standpoint, with the view of being bar- 
gained off for reciprocal concessions from foreign coun- 
tries. The cabinet ministers being at the same time the 
most influential members of parliament, the legislative 
branch in European countries has a more live appreciation 
of the executive service, with the result that the depart- 
ments have at their disposal the services of well trained 
experts, practically all university graduates, men of a type 
that are not attracted to the same extent to departmental 
work in Washington. After the bill has been enacted, a 
commission is appointed for the negotiation of reciprocity 
treaties composed of the government experts, some chosen 
for their special knowledge of the conditions of the coun- 
try with which a reciprocal treaty is to be negotiated, 
others for their mastery of the legal questions involved, 
still others for their expert knowledge of the tariffs of 
either country, etc. To cite an instance: in the negotia- 
tions for the commercial agreement now in force between 
Germany and the United States, the former was repre- 
sented by ten experts from the following government 
departments; the commercial, political and consular di- 
visions of the Foreign Office; the Imperial Treasury 
Department; the Department of Commerce in the Min- 
istry of the Interior; the Prussian Ministries of Finance, 
of Commerce, and of Agriculture. 

Before taking up negotiations with the representatives 
of a foreign power, the commission of government ex- 
perts meets the semi-official commission of business men 
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which was mentioned before, from which it learns the 
views and wishes of the business community and receives 
its final instructions from the government, which, it must 
not be forgotten, consists of the leading members of the 
dominant party or parties in parliament. The result of 
such a combination is that the government has no diffi- 
culty in getting the treaty, negotiated on these lines, rati- 
fied by parliament. 

In the United States this elaborate machinery is not 
only absent, but for constitutional and other reasons could 
not be built up. Furthermore, tariff revision in the 
United States is usually the result of public agitation 
which can be satisfied only in one way, namely, by the 
enactment of rates thought just or wise. If Congress 
were to adopt a single tariff on the German plan, it 
would have the alternative of enacting rates avowedly 
higher than those thought necessary by the people and 
thus violating its. ante-election pledges, or of fixing the 
rates at a point from which no concessions could be made 
by the executive in reciprocal treaties with any chance of 
their being ratified by Congress. After the treaties 
reached Congress there would be a natural disposition to 
view with a jealous eye the many changes wrought by 
executive action in the rates since adopted. Added to 
these difficulties would be those of a purely constitutional 
character. In Europe a simple majority of votes in par- 
liament in favor of a treaty is sufficient to ratify it. In 
the United States a reciprocity treaty would require in 
the first instance action by both branches of Congress, | 
since only the House is vested with authority to initiate 
legislation affecting revenue; and in the second place 
would require a majority of not less than two-thirds of 
the votes in the Senate to be ratified. Under these con- 
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ditions it would be quite easy for a determined minority 
to defeat a reciprocity treaty. What these difficulties 
mean is attested by past experience. In the entire history 
of the German Empire, during which numerous commer- 
cial treaties have been negotiated, there is not one case on 
record of a rejected treaty. In the United States not a 
single treaty was ratified by the Congress which author- 
ized their recognition under section 4 of the Dingley act, 
and other reciprocity treaties negotiated have failed of 
ratification. 

Past experience and considerations of mere expediency 
seem to point, therefore, to the maximum and minimum 
tariff as a more practical and safer policy for this coun- 
try to follow. With both the maximum and minimum 
rates adopted by Congress, in the first instance there 
would be no necessity of submitting the treaties to the 
House. In the Senate, too, less opposition would be likely 
to assert itself, for the same reason. Moreover, if the 
precedent established in section 3 of the McKinley and 
Dingley acts were to be followed in shaping our new tar- 
iff policy, it would be possible to do away with the rati- 
fication of reciprocal agreements by the Senate without 
the surrender on the part of Congress of its prerogative 
of fixing tariff rates. With the exception of Cuba, prac- 
tically all the tariff benefits which the United States en- 
joys today in foreign countries are due to the reciprocal 
agreements concluded by the executive without ratifica- 
tion by the Senate, by virtue of the authority vested in 
him by section 3 of the tariff act and on the basis of re- 
ductions of duty on the extremely limited number of arti- 
cles comprising wines, liquors, paintings, and statuary. 
Here again past experience points the way to still greater 
achievements when Congress will substitute a large list 
of minimum rates for the few sanctioned so far. 
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Most Favored Nation Treatment. 

No consideration of the dual tariff system can be com- 
plete without a reference, at least, to the most favored 
nation principle. As has been pointed out, the most fav- 
ored nation clause, as interpreted and applied by European 
nations, forms part and parcel of their conventional tariff 
system. Briefly stated, it implies the immediate, uncon- 
ditional and gratuitous extension to all countries entitled 
to most favored nation treatment of every reduction in 
rates of duty granted by one country to another, whether 
by treaty, legislative enactment, or in any other manner. 
Today the United States stands out as a conspicuous ex- 
ception among the great nations of the world in the in- 
terpretation of one of the most important principles of 
international law. With but few exceptions, the govern- 
ment of the United States has clung to the original and 
unique construction of the most favored nation clause in 
our treaties with foreign countries, under which conces- 
sions granted to one nation in return for reciprocal ad- 
vantages are not extended to most favored nations except 
for similar returns. 

The application of this principle in connection with the 
adoption of a comprehensive system of reciprocity, such 
as has never been attempted in the history of this country, 
would bring in its train many consequences, among which 
two claim present attention. 

In the first place it would make our tariff system so 
complex that instead of a dual tariff we might have as 
many tariffs as there were treaties in force. If nation 
A obtained a reduction of duty of say 10 per cent upon 
silk goods, and nation B in a treaty subsequently nego- 
tiated managed, by means of concessions more valuable 
to us, to secure a reduction of 20 per cent of the same 
duty, we should in the first place have three tariffs on 
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silk: the general tariff adopted by Congress, the tariff 
applicable to nation A, and that applicable to nation B. 
With the same principle applied to our treaties with all 
other nations and all the other products which might be 
covered by the treaties, there would be a sufficient assort- 
ment of rates to please the taste of the most fastidious 
lover of variety. 

The second consequence to be considered is that no 
foreign nation would care to negotiate a treaty whose 
advantages might be made nugatory or worse by greater 
advantages subsequently granted to a rival nation. The 
only way in which it could secure the additional con- 
cessions under our construction of the most favored 
nation principle would be by negotiating a supplemental 
treaty based on new concessions which it might not be 
able to grant after it had exhausted the list of conces- 
sions in the first treaty. The system would be fraught 
with possibilities of constant surprises and resultant dis- 
turbances unsettling business conditions throughout the 
world. The only way out of that impossible situation 
under the conventional tariff system would lie in the 
adoption of the European interpretation of the most fav- 
ored nation clause. 

As a matter of fact, we were obliged to make that de- 
parture in the first experience we had with the dual tar- 
iff. The unratified treaty between the United States and 
France negotiated by Mr. Kasson in 1899 on the basis 
of section 4 of the Dingley act which provides for mini- 
mum rates not to exceed 20 per cent reduction from the 
regular duties, stipulated that should the United States 
grant reductions of duty to another country below those 
granted to France on the articles covered by that treaty, 
such lower rates were to be “applied of right and without 
delay to the like articles” of France. The same reserva- 
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tion was made with regard to sparkling wines and woolen 
goods, neither of which was given special rates under the 
treaty.” 

The provision of Article III just cited points the way 
the United States will probably enter upon should the 
dual tariff with the concomitant system of reciprocal 
treaties become the settled policy of the country. The 
principle, if uniformly adopted in all of our reciprocity 
treaties, would have the advantage of removing the 
one serious obstacle to broad, comprehensive reciprocity 
treaties with the United States from the European point 
of view, while securing to American products the benefits 
of the broad European interpretation of the most favored 
nation principle, which is now denied to us in some coun- 
tries as a sequence of our own attitude on the subject. 

There is another way of making the minimum rates 
uniform to all reciprocating nations, which would not re- 
quire the least departure from our most favored nation 
policy. It is the policy of Norway alluded to in this 
paper, and it seems to find favor in congressional circles. 
Instead of making the maximum tariff the basic or gen- 
eral tariff from which reductions would be traded off for 
reciprocal concessions, the congressional idea is to make 
the minimum tariff generally applicable to all nations 
granting their minimum rates to us, and keeping the 
maximum tariff in reserve as a retaliatory measure for 
countries which make any tariff discriminations against 
American products. This system has all the advantages 
of simplicity, as it would reduce negotiations with for- 
eign nations to a minimum and would do away with the 
necessity of formal treaties and the reopening of the dis- 
~ * Art. III of the Convention between the United States and 


France. Senate Document No. 22, 56th Congress, 1st Session. 
December 6, 1899. 
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cussion of the troublesome and vexing most favored na- 
tion problem. 

However, there are two serious objections to it. The 
first and important objection is from the point of view of 
American interests. The automatic application of the 
minimum rates to countries likewise applying their mini- 
mum rates to the United States, while effectively protect- 
ing American products against discrimination, would pre- 
clude the possibility of negotiation for special concessions 
on American products. Yet, with the skillful art of tar- 
iff making, several European nations have contrived to 
hit distinctly American products with high rates of duty 
for the very purpose of forcing concessions from this 
country. As no other nation but ourselves is interested 
in those products, there are no minimum or conventional 
rates in force to cover them, and none can be secured 
except by negotiation of reciprocity treaties looking to 
that end. 

The second objection is from the foreign point of view, 
but is just as vital, since it takes two parties to make a 
dual tariff work successfully. It lies in the danger of our 
minimum rates being fixed too high to be considered as a 
reciprocal return by foreign nations for their own mini- 
mum tariff. In the Norwegian tariff this has not been 
the case, the rates being very low. Failure on the part of 
any of the great nations to accept our minimum tariff in 
return for theirs, would, under the system proposed, leave 
no alternative to the executive but the application of the 
maximum tariff with consequent tariff reprisals on either 
side, such as we have seen in the case of France and 
Spain. 

The choice seems to be, therefore, in favor of a maxi- 
mum and minimum tariff on the lines laid down in section 
3 of the Dingley act, but with the minimum rates to cover 
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the greater part of the tariff instead of the few articles 
of wines, spirits, and paintings to which that section now 
applies. This section gives the executive the power to ne- 
gotiate reciprocity treaties on the basis of the minimum 
rates authorized by Congress, without requiring the sub- 
mission of the treaties to the Senate for ratification. The 
system combines the advantages of securing to the legisla- 
tive branch complete control over the tariff rates, both 
maximum and minimum; insuring flexibility in leaving 
to the discretion of the executive the determination of 
what is an equivalent concession on the other side, and in- 
spiring confidence in the foreign nations that the treaty 
once negotiated will be actually put into force. Finally, 
it has the advantage of having stood the test of practical 
experience, since, in spite of its circumscribed scope it has 
been the instrument for securing to the United States the 
enjoyment of minimum rates in most of the countries of 
Europe. 








TARIFF REVISION AND FOREIGN MARKETS. 
SIMON LITMAN. 


This paper deals primarily with the relation between 
our tariff and the foreign markets, incidentally consider- 
ing our command of raw materials and the position of the 
domestic consumer. Under “foreign markets” I under- 
stand not only markets for the sale, but also markets for 
the purchase of goods, and under domestic consumer not 
only the final consumer, but also the consumer of raw and 
half finished commodities. 

Statistics attest the remarkable growth of our foreign 
commerce; but a close study of our exports and imports 
reveals the fact that the development, however phenome- 
nal, has been but incidental to the marvelous expansion 
of our domestic trade and to the exploitation of our 
mines, forests, and fields. Our exports consist mostly 
of breadstuffs and foodstuffs, either in crude condition 
or partly manufactured, and of raw and semi-finished, 
materials of commerce; our imports, whether intended 
for further use in manufactures, or whether ready for 
immediate consumption, are largely goods to supply 
the needs and the wants of the well-to-do and the rich. 
This commerce grew up notwithstanding the many ob- 
jectionable features of our present tariff, and without any 
serious effort to further it on the part of the people in the 
United States. The empty storehouses of Europe were 
compelled to replenish themselves from our wheat fields, 
and their mills and factories sought the products of our 
cotton plantations and our copper mines because ef the 
large profits on their original investments. 

The United States, the greatest manufacturing nation 

8i4 
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in the world, supplies at present but a small fraction (not 
more than 12% per cent) of manufactures entering into 
international trade. Taking the last fiscal year (1908), 
we find that out of a total value of exports equal to 
$1,834,786,000, we exported but $488, 458,000 of manu- 
factured articles. This output of manufactures abroad 
represented largely the overflow of goods intended for 
home consumption ; they were offered in the foreign mar- 
kets at low prices because of the lack of demand at home. 

Such conditions cannot last. Our export of bread- 
stuffs and foodstuffs will necessarily decrease because of 
the rapidly growing population in the Union, and because 
of the fact that the area available for tillage, barring the 
land that is being opened by artificial irrigation, has been 
occupied. On the other hand, our industrial development 
has assumed such proportions that a part of the capital, 
the energy, and the laboring forces of the land must be 
directed toward production of goods for export. 

We can occasionally dump the foreign markets and jus- 
tify it on the ground that it relieves the pressure of over- 
production at home. But dumping cannot be made a per- 
manent feature of our industry and commerce. Foreign 
countries will not permit dumping because of its effect 
upon their national industries, and our own people will 
not submit to it without protest. One of the essential 
features of dumping is sales abroad at lower prices than 
at home; however patient and uncomplaining our con- 
‘sumers are, they will not tolerate indefinitely such dis- 
crimination in favor of foreigners. 

The paramount question arises, whether or not we have 
manufacturers who can produce at such cost as to be able 
to sell at home and abroad as cheaply as their foreign com- 
petitors. If not, our industrial development will receive 
a severe check. We can protect our manufacturers at 
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home, but unless other reliable and expanding markets, 
in addition to our own, are found for the increasing out- 
put of our mills and factories, we shall every year be 
in greater danger of overproduction and stagnation, and 
periods of depression and readjustment will be more fre- 
quent and more lasting. It is true that our domestic mar- 
ket, considering the consuming capacity of our population, 
is the largest inthe world. But our productive activity in 
many directions has outgrown this market. What we 
need is a solid and broad foundation which the command 
over the world’s markets alone can give us. 

Are we to believe those who clamor, that high pro- 
tective duties on every commodity produced in this coun- 
try are a necessary requisite of our industrial progress, 
nay of our very existence as a prosperous nation? If 
we do, then we may as well give up our search for far- 
eign markets ; we may throw into the waste-basket all the 
advice of our consuls and other representatives of the 
Department of Commerce and Labor, who try to impress 
us with the necessity for proper packing and advertising, 
for studying the peculiar needs and tastes of the foreign- 
ers, etc. Of what value is this advice, if it is true, that the 
English and the German manufacturers produce with 
less cost than we? How can we compete with them in 
their own and in the neutral markets of Asia, Africa, and 
South America, if we need the high wall of protection at 
home? 

Is it not an insult to the intelligence of the Ameri- 
can consumer, this printing of special, of daily, and of 
monthly reports, telling manufacturers how to gain for- 
eign trade, when at the same time it is contended that 
without high protective duties our industries are doomed 
to ruin or the wages of our laborers threatened with such 
sharp reductions as to degrade the standard of living? 
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What this standard of living is in many an industrial 
community in the United States has been brought out so 
forcefully in our discussion of “Modern Industry and 
Family Life”, that I need not dwell on the subject. 

Fortunately for the country, many of the existing duties 
can be reduced and even removed without imperilling the 
position of our laborers and of our capitalists. A certain 
dislocation of industry will necessarily take place, since 
the larger the amount of commodities exported and the 
greater their value the greater also will be the value of 
imports; but with a tariff properly constructed, a tariff 
which is not an outcome of theories, suppositions, likes, 
dislikes, interests of individual manufacturers and con- 
gressmen, a tariff which is based upon a careful study of 
facts and a grasp of conditions, this dislocation will be 
easily adjusted. This dislocation is certainly not to be 
apprehended as much as the condition into which we are 
drifting with our single, straight-out, highly protective 
tariff, which, it is true, shuts out the goods of other 
countries, but which at the same time shuts in our own 
products. 

Many people are willing to concede that because of our 
“surplus” we need access to foreign markets, and they 
advocate the extension of our foreign trade; but when it 
is brought home to them that selling without buying is 
impossible, and where it is possible is undesirable, they 
raise objections to the surrender of even the smallest part 
‘of the domestic market. The domestic consumer appears 
to be a precious heirloom of our manufacturers. 

Considering some of the changes which should be in- 
troduced into our tariff, we may say that they should be 
of such nature as to facilitate the export of highly fin- 
ished articles and to permit the import of raw materials 
and of all commodities for which we are compelled to pay 
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monopoly prices. The opportunity to import freely raw 
materials will be of great value to us for many reasons. 
It will enable us to draw upon the vast resources of east- 
ern Asia, Central and South America, and Canada, re- 
tarding the time of the exhaustion of our own natural 
resources and decreasing the cost of materials used in 
factories. As the matter stands at present, it seems as if 
our government, by placing duties on iron ore, coal, 
lumber, etc., encourages their ruthless exploitation. Mr. 
Pierce, in his book The Tariff and the Trusts, says justly: 
“The Dominion of Canada has an unbroken stretch of 
white pine and spruce extending from the east of Labra- 
dor to the Pacific Ocean. But our great statesmen stimu- 
late the destruction of the American forests by protection 
of lumber and wood-pulp and hasten the day when the 
last white pine tree shall be cut and the last spruce tree 
be ground into pulp.” 

And the Canadian timber is not the only timber we 
could import but for the “protective” duty. Mexico, 
Central American and South American Republics have 
abundant supplies. Mr. Pierce also most wisely calls our 
attention to another fact. While the industries of New 
England are languishing because of lack of sufficient 
deposits of iron and coal, close by in Nova Scotia and 
other Canadian provinces are vast supplies of both iron 
and coal easily accessible from the seashore. 

Why do we exclude these materials? According to the 
findings of the national conservation commission, the 
known supplies of high-grade ores in the United States, 
at the present rate of consumption, cannot be expected to 
last more than thirty or forty years, and our available and 
easily accessible supplies of coal will be so depleted as 
to approach exhaustion before the middle of the next 


century. 
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There may be no cause for alarm, but that the question 
is of more than academic interest is manifest from the 
declaration of Mr. Gary, chairman of the directors of the 
United States Steel Corporation, before the House ways 
and means committee. In his testimony, he said that the 
cost of producing pig iron has been increasing all the 
time, because of the necessity to resort to poorer and 
poorer qualities of ores. Now, if this is true, why not 
reduce our duties on iron ore and other raw materials? 
These reductions may be used to further our commercial 
interests with the neighbors to the north and to the south 
of us. 

A freer importation of raw materials will also bring to 
many of our manufacturers of finished articles a greater 
variety of commodities to choose from. At present, they 
must necessarily use domestic products and pay high 
prices for them. I refer particularly to those manufact- 
urers who are not in the combines, who do not belong in 
the class of large self-contained concerns and who con- 
sequently have no control over the sources of supply of 
raw materials. 

That the interests of these dependent manufacturers 
are hindered has been admitted, in the case of the iron 
and steel industry, by Mr. Gary, who stated that the 
United States Steel Corporation can produce iron and 
steel cheaper than most of its competitors because the 
corporation has a decided advantage in the quality and 
quantity of ore at its disposal ; other advantages being the 
cheapness of equipment and the control over the lines of 
transportation. 

Whether the reduction of duties on raw and semi- 
manufactured materials of commerce alone will benefit 
the final consumer is not within the domain of this paper 
to discuss; we may state that should the control over the 
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elaborative processes be in the hands of a monopoly, the 
sole beneficiary of reduced duties will be the monopolist 
manufacturer. However, the manufacturing of finished 
articles with an open market for obtaining supplies of 
raw materials does not lend itself easily to monopoly, and 
there is hardly a doubt that the reduction of duties on raw 
materials will lead to a reduction of prices on finished 
commodities. 

One of the greatest drawbacks of our existing tariff is 
the uncertainty of many of its provisions, which fre- 
quently leave the importer in darkness as to the amount 
of duties to be paid. If the intention of our legislators 
was to check the development of our foreign trade rela- 
tions far in excess of even the highest imaginable duties, 
then they certainly deserve all the praise that one can give 
them for having attained their object. Nothing hampers 
modern commerce as much as uncertainty. Our tariff 
classification based upon the manufacturing achievements 
of a generation ago, the many decisions of our appraisers 
and our courts (exceeding 300,000), the bewilderingly 
incongruous array of commodities gathered under one 
rate of duty, commodities that have nothing in common 
with each other, except the fact that they came under the 
vigilant eyes of our customs house appraisers, all tend 
to confusion. 

We may ask with Senator Beveridge,'—“Is there any 
logic in classing buttons and stoves together? Is there 
any connection between carriages and dress trimmings? 
Why should cannon for war and crosses for churches be 
put in the same class?” Yet all these and many others 
are in the same classification and pay the same duty. 


* See his article on “Permanent Tariff Commission” in the Annals 
of the American Academy of Polit. and Soc. Science for Sept., 1908. 
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Mr. Harold Bolce, in his book on The New Interna- 
tionalism, wonders why a mare’s colt is classified as house- 
hold furniture, soy beans of Japan as sweetmeats, and 
frogs’ legs as poultry. In the criticism of the present 
classification I should draw the line at frogs’ legs; in my 
opinion, the appraiser who placed frogs’ legs in the same 
class as poultry knew his business. He has shown us the 
way to a proper, scientific, up-to-date, business-like classi- 
fication, a classification which considers rather the use 
to which the article is subjected than the material out of 
which it is made or the kingdom (vegetable, animal, or 
mineral) to which it belongs. 

A scientific tariff classification which would do away 

with the necessity for resorting to guesses because of the 
ambiguity of its statements or because of the great lati- 
tude that it leaves for its interpretation, a classification 
which would decrease the number of contests between 
the government and the importers, costing both parties 
large sums of money and creating a great deal of bad 
blood, a correct classification, which would provide care- 
fully drawn schedules, clearly differentiating between 
various commodities and permitting an accurate affixing 
of duty to each commodity, such a classification would 
help our foreign trade immensely. At present, our im- 
port trade is confused and uncertain, and an uncertain 
import trade has necessarily a disturbing effect upon 
exports. 
' The drafting of a proper classification requires time, 
intelligence, and knowledge; it calls for investigations 
by experts, for a minute study of every phase of every 
industry that enters into international trade, for a search- 
ing inquiry into the bearings of our own and of the tariffs 
of other countries upon production and distribution of 
commodities. 
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A proper classification will permit us to change most 
of our ad valorem and compound duties for specific ones, 
without subjecting coarser and cheaper grades to a pro- 
portionally higher taxation than finer, more expensive 
articles, thus doing away with the only valid objection 
against specific duties. The change will bring greater 
simplicity into our relation with importers and greater 
speed into our handling of goods at the frontier; it will 
put a stop to the temptation of undervaluing merchandise 
and will make unnecessary a number of “unjustifiable 
practices that have grown up in our customs administra- 
tion, notably the practice of determining values of im- 
ports upon detective reports, never disclosed to persons 
whose interests are affected.”? 

The temporary agreement between the United States 
and Germany, the provisions of which have since been 
extended to some other countries, introduced better meth- 
ods in our dealings with importers. Our customs regu- 
lations have been so changed as to discontinue the system 
of obtaining secret statements from informers, discharged 
employees, and business rivals. But this agreement de- 
fines “market value” of goods sold in the home market 
only in limited quantities somewhat too liberally, declar- 
ing, as it does, that the export price is the market value 
of such goods. Although not in sympathy with either the 
principles or the methods of the American Protective 
Tariff League, I must admit that their organ, American 
Economist, has been somewhat justified in its criticism 
of the agreement. There is more likelihood for under- 
valuation under this agreement than under the former 
provisions of the Customs Administration act. 

It seems to me that the time is ripe to do away with 
our complicated and expensive machinery of customs 


* See the message of the President to Congress sent on December 
3, 1907. 
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administration. This machinery has been called into 
existence chiefly because of improper classification in 
our tariff and because of ad valorem duties attached to 
uncertain and indefinite schedules. The adoption of spe- 
cific duties under a definite, scientific, and business-like 
tariff would solve many of our customs administrative 
problems and would lead to a simplification of the service. 

The Vienna Industrial Club in its denunciation of our 
tariff is not so far away from the truth when it states 
that we “have scraped together a tariff made up of a lot 
of separate decrees modeled with the view to prevent 
importation.” Undoubtedly, in many instances the real 
legislators and fixers of duties in our tariff were not the 
congressmen who passed the law and who are so jealous 
of their legislative prerogatives, but the appraisers and 
the circuit courts who made decisions. 

As to the form of the tariff to be adopted, it is, in my 
opinion, not so important, whether we have a single or a 
double set of duties, as whether we have an honest reduc- 
tion of these duties or not. A maximum and minimum 
tariff with excessive and exorbitant rates in the minimum 
schedules, and retaliatory prohibitive in the maximum, 
is a much more unsatisfactory device for the exten- 
sion of foreign trade than a single tariff based upon the 
principle of honest protection where protection is needed 
for the good of the country and upon the principle of 
freedom of intercourse where this freedom of intercourse 
‘may bring the greatest amount of benefit to the greatest 
number of people. 

The advantages and disadvantages of the single and 
dual tariff systems have been brought out so clearly in 
the preceding papers that I need not consider the subject 
here. I may add only, that there is, to my mind, no greater 
inherent value in a dual than in a single tariff.. If the 
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adoption of the first is being urged, it is simply because 
of the fact that most of our commercial friends and rivals 
have adopted the dual tariff system and regulate their 
relations accordingly ; it is a matter of expediency for us 
to adopt the same system. 

In conclusion, I should say that, omitting the moral, 
the social, and the political aspects of the problem, our 
present agitation for tariff revision may be traced to two 
causes: (1) high monopolistic prices demanded of our 
consumers and the consequently natural desire to buy 
goods from abroad; (2) necessity for expanding our for- 
eign trade, particularly in the direction of the sale of 
finished commodities. 

We have heard very little from our consumer, espe- 
cially from the great mass of our population which lives 
from hand to mouth and whose purchasing power is cur- 
tailed because of the high prices charged for the neces- 
saries of life; on the other hand, we have heard a great 
deal from individual manufacturers and from our manu- 
facturing and commercial organizations, which are look- 
ing for foreign buyers because they cannot sell at home all 
they produce. The interests of both parties are weighty, 
and upon their proper adjustment depends our future 
economic greatness. Both interests call for the revision 
of the tariff, and both must be considered when shaping 
our tariff policy. We can solve the problem of monopo- 
listic prices by reducing or removing our duties, and the 
problem of the foreign markets by entering into recipro- 
cal agreements with other countries. A mere reduction 
or removal of duties would mean an influx of foreign 
goods into the United States with perhaps no correspond- 
ing outlet for our commodities abroad ; it may benefit the 
consumer but its immediate effect upon many producers 
might be disastrous. A conclusion of reciprocity treaties 
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alone may benefit certain manufacturing interests without 
bringing any relief to consumers; in fact, we may con- 
ceive a policy of commercial agreements which will leave 
our consumers in a worse position than they are in at 
present, a policy which will increase the manufacturers’ 
command over raw materials and generators of power, 
which will facilitate their sales abroad and which will 
make them even greater masters of the situation than 
they are now. Being assured of foreign markets, they 
will raise the price at home, and the consumers will have 
either to pay this price or to watch with justifiable indig- 
nation cargo-laden ships leaving our ports, taking away 
the goods that might have brought comfort and happiness 
into their own homes. 

Will our legislators be able to solve the problems con- 
fronting them? Admitting even that the majority of 
them can raise themselves above sectional interests and 


party politics and can face the issue squarely, have they 
a sufficient amount of knowledge required for the work? 





TARIFF REVISION—DISCUSSION. 


C. W. Mrxter: In the limited time at my disposal I 
shall confine myself to the nine “statements”, so-called, 
of Professor Emery’s paper. 

It appears to me that Professor Emery’s first “state- 
ment” is somewhat confused. Indeed, it would seem that 
in his desire to be very practical and tolerant he has got 
himself into the position of facing two ways. Which is 
it? Is the tariff as a whole in its industrial aspects a 
minor prosperity promoter, or “a minor disease”? The 
main idea in this first statement is that the economic 
importance of the tariff at all events has been greatly 
exaggerated on both sides; and that its chief significance 
is moral. With this idea in its entirety I am in hearty 
agreement: I believe it cannot be overemphasized. 

The main idea of the second “statement” is,—deal 
gently and reasonably with an established system of 
things; do not drive a reform rough shod through insti- 
tutions; do not run amuck; in dealing with the tariff 
shun a doctrinaire spirit as you would the devil. This 
position also receives my hearty endorsement. By our 
doctrinaire tactics, our blundering attitude of aggression, 
our exaggerations of the gains to be derived from free 
trade, we have all along been playing into the hands of 
the opposition. Our mistaken policy has helped to get 
millions of producers throughout the country into a state 
of needless blue funk. 

The introductory position of Professor Emery’s third 
“statement” is, that the tariff question resolves itself into 
particulars, and that we are under the necessity of study- 
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ing the effects of protection in each individual case. In 
elaborating this idea, Professor Emery does not follow 
his own program strictly, but outlines a study by certain 
broad classes. Upon the basis of his brief survey of these 
classes his position in conclusion is, that we should repeal 
all duties not needed for protection and should retain all 
duties for the present that are needed for protection. As 
this last idea was expressed, in other words, at the end 
of his paper,—we should “suspend for the moment the 
propaganda in favor of tariff for revenue only, based on 
the general free trade philosophy.” 

I give my endorsement unreservedly to this position in 
both its aspects. I believe it would be good policy for 
some years to come to attack no duty (except on raw 
materials) that really protects. Indeed, if it is really 
demonstrated that we have a greater cost of production 
in any industry than obtains abroad, I personally should 
counsel that we do not higgle very much as to the amount 
of the duty, but let the protectionists make it what they 
please. But we should insist on free raw materials and 
the enlargement of the free list generally by placing on it 
every article with respect to which our costs are less than 
abroad. Let us direct our efforts to repealing that great 
mass of nominally protective duties with which the poli- 
ticians play politics and get votes. The tariff system as 
a whole, with all its huge moral evil, is kept alive para- 
doxically not by the live duties but by the dead ones. 
Repeal every duty which is not needed to protect; let the 
people see that in consequence the sky does not fall; let 
it be made plain that the tariff accomplishes no general 
economic result under present-day conditions, but only a 
set of particular results—the fostering of a few barnacle 
industries—and the victory for liberality in trade policy 
will be won. 
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In his fourth “statement” Professor Emery sets forth 
the important truth that the argument for a liberal trade 
policy based on the consumers’ interests has been, and 
must continue to be, a failure. There are other reasons 
for this besides those he had time to mention. For one 
thing, we have blundered sadly in not taking sufficient 
account of the economic principles governing the use of 
articles of luxury. Again, we have overlooked that very 
frequently the consumption of wealth in general presents 
itself as anything but an edifying spectacle—as anything 
but a worthy goal of industrial effort. The industrial 
efforts themselves are the worthy, character-building side 
of economic life. For one reason and another, it is pro- 
duction, not consumption, that commands the interest, 
the respect, and the enthusiasm of mankind. This being 
so, one can imagine how it strikes some protected manu- 
facturer when you propose to overthrow the results of 
the labor of years, in the interest of the consumer. 

The chief feature of the fifth and sixth “statements” 
is that the vital, promising movement toward a more 
liberal trade policy everywhere comes from the side of 
the organized producers and is based upon the producers’ 
interests. And accordingly it is maintained that we 
should work in hearty codperation with producers of 
liberal tendencies, even though their economic theory may 
be only half right and they are actuated by motives of 
self-interest solely. I endorse this position as a general 
proposition fully. I believe Professor Emery has no 
occasion in this connection to defend himself from the 
charge of being “cynical”. 

I believe, however, that he has overrated the force of 
the natural, automatic drift toward a liberal trade policy 
proceeding from producers’ interests—proceeding from 
the “change of heart” of producers—practical men for 
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the most part, who view these things as parts, not as 
wholes, and who will fall out with each other again and 
again. There is no time to go into this matter fully. 
For one thing, there is the politicians’ interests to be 
reckoned with. All over this country thousands of polit- 
ical leaders great and small have a repertoire of high 
tariff speeches learned by heart ; they know by experience 
that the tariff is an unsurpassed “vote-getter”; they fear 
that “Othello’s occupation’s gone” the day the country 
settles down to a liberal trade policy and the tariff drops 
out of politics. Even if by reason of ambition for in- 
creased exports, and the like, the protectionist producers 
should all swing into line for a liberal trade policy, the 
battle would have to be fought all over again with the 
politicians. 

The leading idea of Professor Emery’s last three 
“statements”, seven, eight and nine, is that inasmuch as 
we ought to codperate with the producers, instead of 
antagonizing them as heretofore, let us take hold with 
them and work for the chief thing they want—reciprocity. 

Personally I take no stock in reciprocity. I have not 
time to say why. I merely state that in my opinion in 
that way disappointment lies for all concerned. The less 
economists have to do with reciprocity, the more their 
reputations will be enhanced ten or twenty years from 
now. “No people ever yet grew rich by policies” —espe- 
cially by overrefined, subtly-balanced policies. 

And now to conclude. I believe, as does Professor 
Emery, that we should establish more cordial relations 
with producers, through getting into a sympathetic under- 
standing of their aims and objects and point of view. 
We should talk with them hereafter a congenial sort of 
economics—the economics of production. But this means, 
for their good and ours and for the public good, to have 
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done with talking the economics of prices and deals and 
dickers—the “eidolons of the market place” that blind 
men’s eyes. It means concerning ourselves hereafter with 
realities—the forces of production. It means standing 
up stoutly oftentimes against the producer and showing 
him how he is defeating himself as a producer. We are 
not to plunge with him into new and more impenetrable 
mental fogs. It is one thing to get into a sympathetic 
understanding of another man’s point of view: it is an- 
other thing to adopt his ideas outright. We should be 
careful not to overdo being practical. Said Matthew 
Arnold in his essay on “The Function of Criticism at the 
Present Day”: “It is only by remaining collected, and 
refusing to lend himself to the point of view of the prac- 
tical man, that the critic (the man of science) can do the 
practical man any service.” 


J. W. Croox: I am in general sympathy with Mr. 


Emery’s practical attitude. We want economic results 
and not the triumph of some pet theory. As long as the 
producers of wealth as a body think they need a high 
tariff, an appeal to the consumers’ interest gets little 
attention. Now that the manufacturing interest wants a 
change, we should join hands with them. Nor should 
we hesitate because their reasons for reduction are not 
ours. It seems fairly plain that when the Manufacturers’ 
Association organizes to promote the cause of tariff re- 
duction, its predominant motive is the desire to either 
preserve foreign markets or to enlarge them. In recent 
years some foreign nations have been raising their tariffs. 
That interferes with “dumping” and threatens to seriously 
curtail international trade. American manufactures have 
grown strong in recent years and a wide foreign market 
is desired more than ever before. Such markets can be 
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obtained only by making concessions. To perfect ma- 
chinery by means of which the tariff may be lowered is 
the first step in a policy of “invading” the markets of the 
world. This is a reasonable and proper motive. How- 
ever, if we may judge by some of the literature supposed 
to represent the views of the Manufacturers’ Association, 
the consumers have become the object of solicitude by 
manufacturers. It would be hard to find stronger expres- 
sions of the burdensome nature of the high tariff upon 
the general public than is to be found in the recent writ- 
ings of influential officers of the association. It is doubt- 
ful whether this line of argument, however sound, will 
have any more potency now than it did when Mr. Cleve- 
land wrote his strong message on the subject. A straight- 
forward argument to show the necessity of lowering our 
tariff in order to obtain a freer access to foreign markets 
for American products would probably be more effective. 
As Mr. Emery says, the appeal to the consumer is bad 
psychology. 

Mr. Stone has made clear the advantages of the con- 
ventional tariff as a means of arranging reciprocal tariffs. 
But he is equally clear that under our form of govern- 
ment and administration it is not a possible plan for us. 
Our list of unratified treaties is a disheartening one. It 
has meant more than treaties not made. It has been a 
source of international friction. A departure from a 
general policy of one tariff for all would seem to resolve 
‘itself into a maximum and a minimum tariff, with agree- 
ments by the executive made possible. This is reciprocity. 
The problem of reciprocity is not a simple one. While 
I do not wish to discuss it from a too theoretical stand- 
point, I am interested to inquire for a moment into the 
effect of such a policy upon both consumer and producer. 

Taking the consumer first: in case an agreement is 
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made to admit at a lower rate only a part of finished goods 
imported, it is difficult to see how the consumer will bene- 
fit, at least to the full extent of the reduction. That part 
of the import which pays the higher rate will perform a 
function as to price analogous to that part of a product 
which is brought to market at greatest cost. Whether 
consumers will benefit, in case raw products should be 
admitted at a lower rate, will depend upon whether the 
further working up of the raw product is done under 
competition or under monopoly. If under competition, 
a lower cost of raw material is equivalent to a lower 
cost of production, which under normal circumstances 
would mean lower prices to the consumer of the finished 
product. If under monopoly, it would mean only such 
readjustment of selling prices as the change in the cost 
of raw material would lead the monopoly to adopt from 
self-interest. It appears then that the consumer would 
get the full benefit of lower rates only in case all or nearly 
all the imported product came in under the lower rate 
and if the further working up of the goods imported 
were done under competition. If we inquire into the 
effect of reciprocity rates upon producers, we shall find 
that under the European interpretation of the most fav- 
ored nation clause brought out by Mr. Stone, America 
can receive no differential advantage since all other na- 
tions will be accorded as low rates as we are. 

The advantage to the producer, then, is expected to flow 
from the building up of wider markets for American pro- 
ducts. The whole question, however, should be carefully 
worked over by experts who have no interests at stake 
except to know the facts. Mr. Litman showed the com- 
plications of the schedules which can be scientifically 
framed only by men who are trained and who take time to 
know the technicalities of the industries affected. One of 
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the most difficult problems is that of the costs of produc- 
tion here and in countries with which we seek trade rela- 
tions. But it is a problem of vital importance; one, how- 
ever, that should take into account not only actual present 
costs but should note the differences of labor conditions. 
If we seek by tariff rates to equalize these differences we 
might properly discount an improvement in labor condi- 
tions. If costs of production here are less than in Europe 
on account of the fact that hours of labor here are longer, 
the tariff may not be employed to perpetuate such differ- 
ences. These are questions that need expert investiga- 
tion, such as congressional committees usually cannot per- 
form even if they wanted to. When Germany undertakes 
to modify her tariff she makes up a board of experts. 
They give years to the study of home and foreign con- 
ditions, submit the schedules to the interests affected, and 
finally reach a scientifically made schedule which the busi- 
ness world is given time to adjust itself to. Our method 
so far shows a great contrast. We employ experts only to 
a limited extent. Our politicians have too much of a hand 
in it. Little time is taken. A few men are worked to death 
for a few weeks under the strain of trying to reconcile the 
claims of conflicting interests. Concessions are forced 
that should never be made. The question of the tariff is 
too important to be handled in this way. A method which 
should take the tariff entirely out of the hands of poli- 
ticians, have its making based on a scientific knowledge of 
trade conditions, and be made for the general interest and 
not for special interests, must be found if some of the 
worst features of our tariff legislation are to be elimi- 
nated. The first step, in my opinion, should be a tariff 
commission. 


U. G. WEaTHERLY: With Professor Emery’s idea that 
tariff policies are not necessarily the fundamental factors 
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in shaping economic development, I am in hearty agree- 
ment. It is rather as a steering oar and not as a driving 
oar that the tariff must be considered. A policy of read- 
justment which shall keep in view the learger trends of 
our national life is certainly in harmony with the senti- 
ment of the whole country. Mr. D. M. Parry is no doubt 
correct in his recent statement that even in the middle 
West, where not over five per cent of the population are 
engaged in tariff industries, there is a general willingness 
to continue protection for such industries as need it. But 
along with this complacent assent to the protective policy 
- there is an undercurrent of conviction that the nation 
should now definitely consider the question of the ends 
which it desires to reach, and that it should begin to use 
the tariff as an instrument to help establish proper social 
and economic standards rather than to foster special in- 
dustries. In the last analysis commercial policies affect 
men as much as goods. The abiding justification of pro- 
tection lies in whatever power it has to safeguard the 
standard of living which a state may fix upon as desirable. 
To limit or shut out foreign goods is not necessarily to 
accomplish this. Immigration may bring within the tariff 
wall in large numbers alien laborers who carry with them 
the status of the more backward communities from which 
they come and who do not become a stable part of the 
society which they enter. It is undeniable that at this time 
in America, despite high nominal wage scales, European 
rather than American standards persist among consid- 
erable portions of our labor force. 

In so far as the tariff policy affects the trend of indus- 
trial development it may now become an important agent 
in helping to determine whether the United States shall 
become a distinctly industrial state, after the pattern of 
the older industrial nations, or whether it shall retain 
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something of its hereditary character of well-rounded 
economic life. Much the same alternative has confronted 
Germany, to the perplexity of her economists and states- 
men. Professor Wagner, alarmed at the excessive indus- 
trialization of Germany, a few years ago sounded a note 
of alarm for her agricultural interests. “An adequate 
protection for agriculture”, he declared, “higher than at 
present, would be in the general interest of the whole 
country, even if by this means the industrial development 
of the state and possibly also the growth of population 
should be, not entirely stopped, but certainly slackened, in 
the all-around interests of the workers and of the eco- 
nomic development of Germany. The maintenance of a 
capable agriculture means the maintenance of the German 
people now and for the future.” Overindustrialization, 
carried to the extreme of exporting manufactures and 
importing food supplies, may as a policy be temporarily 
brilliant. In the long run, however, it must prove dan- 
gerous because both the markets for exports and the do- 
mestic food supply are restricted with every advance of 
industrialism. Agriculture of itself is less efficient in 
protecting its interests than is industry, by reason of its 
being less thoroughly integrated. It is therefore always 
in danger of being neglected until its decline shall have 
gone so far as to render the task of restoring it to vigor 
a doubly difficult one. The question of population also 
is involved in the problem of the equalization of industry 
‘ and agriculture. Industrial growth purchased at the ex- 
pense of the stability and proper distribution of popula- 
tion is uneconomic. Now American industrialization has 
proceeded too rapidly, and the sudden massing of unad- 
justed working groups in urban centers has brought about 
more than the usual confusion which appears when the 
workers are drawn together from within the same coun- 
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try, as in modern Germany. The fact that more than 
700,000 recent immigrants have returned to Europe since 
the beginning of the depression of 1907 is not a whole- 
some symptom, but it serves to point out the need of an 
industrial policy that will conduce to greater social sta- 
bility. 

Another aspect of our economic life which demands at 
this time the formulation of a definite program is our 
commerce with tropical lands, and particularly with the 
Latin American countries. Whether a system of reci- 
procity treaties especially devised to meet the needs of our 
peculiar relations with those countries be feasible, or 
whether, as Mr. Stone concludes, the general and mini- 
mum principle should be adopted, the situation is one that 
requires a treatment somewhat different from that which 
our commercial relations with Europe call for. It is not 
merely that the balance of trade is against the United 
States in the exchange with several of the Latin American 
states. Both geographical proximity and complementary 
productive capacities render commerce with them the most 
natural and economic one. When Mr. Blaine’s far-sighted 
plans were propounded twenty years ago it became evi- 
dent that no such radical step as a Pan-American customs 
union was practicable, but it does not follow that some 
tariff arrangement is impossible which shall in commerce 
supplement the Monroe Doctrine in politics. Whatever 
scheme of revision is adopted must ultimately take account 
of these interests. The formulation of a policy correlat- 
ing our commercial and political interests calls for the 
codperation of trade experts and statesmen. If protec- 
tion is, as Professor Patten has called it, “a consistent 
endeavor to keep society dynamic and progressive”, the 
effective direction of commercial policy means the em- 
ployment not only of skill in manipulating tariff schedules 
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but of large-minded foresight in grasping the commercial 
situation. This is but another way of saying that the 
tariff question should be taken out of politics and entrusted 
to a commission of experts. 





CENTRAL BANK OF THE UNITED STATES. 
P. M. WARBURG. 


In dealing with the problem of a “Central Bank of the 
United States”, one should properly discuss first the ad- 
vantages and disadvantages of the central bank system in 
general, and then the particular problem of a central bank 
of the United States. 

For the purpose of this discussion, however, I may wake 
it as a matter of common agreement, that in the present 
state of our civilization, wherever circumstances permit 
of its establishment, the central bank system is the most 
suitable and efficient. When the millennium comes, when 
the reign of eternal peace is ushered in, and when com- 
peting armies and navies no longer exist, we may see a 
system which will centralize all the gold of all countries 
into one big international reserve or a system which can 
be operated without the use of any gold at all, as some 
theorists, like Professor Knapp, of Strasbourg, foresee. 
I, for one, do not believe that either we or our great- 
grandchildren shall have to discuss these possibilities as 
more than theoretical questions. 

While we all hope that the arbitration movement will 
continue to grow and that wars may in the future become 
less and less frequent, the possibility of struggles among 
nations always remains. Hence nations will never con- 
sent entirely to abolish their armies and navies, and just 
as little as they will give up their reserves of powder and 
guns will they agree to give up their reserve of gold. 
This is important; for while within the confines of our 
own political boundaries our present money system acts 
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as a national clearing house,—crediting to each of us the 
net result of his work, and accomplishing this practically 
without the actual use of gold, by means of bank accounts 
or of checks to bearer, namely, bank notes,—still ulterior 
payments between nations, whenever all other means of 
settling the debit balance with a creditor nation have been 
exhausted, must be made in gold. 

To meet the immense volume of demand obligations, 
which are, by their terms, payable in gold, there exists 
in actual gold under a modern banking system an amount 
equal to but a small fraction of the total amount of gold 
debts. This system is therefore safe only if the credit 
of the banks is so strong as to inspire a confident reliance 
that even if actual gold in large quantity is at one and the 
same time demanded from one or from several banks, the 
metal will not be needlessly and wastefully hoarded, the 
public and the banks themselves being confident that 
money so withdrawn will be redeposited, so long as there 
remain some institutions the credit of which cannot be 
shaken. Furthermore, the system must be so constituted 
that, in case of a demand for gold, each solvent bank will 
pay out the metal freely and boldly, recognizing this as 
the sole method of stopping an internal drain, and of 
preventing it from degenerating into a panic. In addi- 
tion, the system must provide for a means of successfully 
combatting the export of gold, and of encouraging its 
import, when necessary, through the medium of the dis- 
count rate. This again presupposes the existence of a 
large volume of safe commercial paper endorsed by, or 
bearing the acceptance of, well-established banks or bank- 
ers, paper which is saleable at any time and which, by the 
customs of the country, is freely purchased or resold, as 
their daily needs develop, by financial firms and institu- 
tions. Finally, the laws governing and safeguarding the 
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creation and collection of such paper must be so clear and 
uniform, and the collection of such paper in every part of 
the country must be so easy, as to make an investment in 
such paper not only the safest but also the quickest asset 
of a bank. These conditions actually prevail in countries 
enjoying a powerful and well-organized central bank. 

There is a very old English phrase saying, “John Bull 
can stand anything, but he cannot stand 2 per cent.” 
Since this phrase originated, centuries ago, John Bull has 
seen lower rates, but none the less it remains true today. 
It means that money seeks to draw a fair return of 
interest, and it illustrates, furthermore, why a period of 
too easy money invariably brings in its train a period of 
expansion and overspeculation. With both phases the 
central bank is intimately connected. As the meteorol- 
ogist draws his chart showing the points of high and low 
pressure, and from these deduces the probabilities of wind 
and weather, so a map could be drawn showing how 
money, among financially well-organized nations, flows 
with absolute certainty from the point of low interest 
rates to the point where a higher return can safely be 
secured. And just as low pressure is not the only factor 
determining atmospheric transformations, but as temper- 
ature and humidity are important elements as well, so in 
the movement of money also there are important local 
questions to be taken into account. Such are the rates of 
exchange which, as the case may be, either add to the 
interest rate to be earned in another country or else de- 
crease the return to be received. There is furthermore 
the question of the degree of confidence enjoyed by each 
country. 

As the insurance premium is commensurate with the 
risk of each transaction, so money exacts a larger return 
from investment, in countries which are considered finan- 





Central Bank of the United States 341 


cially less secure, or in which, owing to a smaller or more 
irregular market, the investment cannot be so quickly 
resold. The total amount which the investor is willing 
to place in each particular country will depend upon these 
considerations. 

An investigation of European conditions will show that 
money moves freely, according to this principle, between 
the larger and well-regulated European financial centers. 
In the face of political antagonisms money will flow to 
that center where the highest interest return can be re- 
ceived, provided that confidence in that particular country 
is so strong that the higher rate does not act as a deter- 
rent but as an inducement. Thus French gold began to 
flow into England when the English bank rate went up to 
7 per cent at the end of last year. French capital at the 
attractive interest rate was invested in English bills to 
such a degree that the balance between the two nations 
turned in favor of England, and had to be settled by 
shipments of gold. In a samilar way hundreds of mil- 
lions of foreign capital move into Germany when rates 
become remunerative there, and leave that country again 
when the difference in rates,—the margin, as the banker 
calls it,—disappears. 

We cannot too strongly grasp this idea of the power of 
the bank rate to protect and to attract gold. Without 
such power the central bank system is useless; for it 
would collapse when the first drain occurs. 

' How is it possible, it is often asked, for England to do 
this enormous business which comes to it as the world’s 
clearing house, with so small an amount of gold. The 
answer generally given is that it is possible only through 
England’s power to command the gold, thus implying 
the idea of immense balances due to England, which are 
called in when needed. While this at certain times may 





342 American Economic Association 


be correct, it does not state the most important cause, 
namely, England’s credit, the great confidence commanded 
by the English banks, and by their paper and the knowl- 
edge that that paper can always be resold without any 
difficulty whatsoever, and that, if required, it can be col- 
lected in actual gold. England’s credit and her ability to 
adjust her rates of interest render her system possible 
and effective. Between the indebtedness of one nation to 
another and the actual settlement of that debt in gold there 
lies—as a buffer—the borrowing power of the banking 
communities of the respective countries. Nations, finan- 
cially well-organized, will find that for a moderate induce- 
ment money will flow to them freely for the purchase of 
securities, or for the purpose of short-time investment. 
This buffer is strong in England, as it is weak in the 
United States. We have no modern and readily saleable 
paper which in critical times we can offer to foreign 
markets, and while the European banks work with fluc- 
tuations within fractions of one per cent, our primitive 
methods often mean that before the tide can be turned we 
must suffer fluctuations of interest rates of 100 per cent 
and a fall in the value of securities to bankruptcy prices. 

Just as important as the protective power of the central 
bank, is its preventive power. When money becomes too 
abundant there is always danger that it may leave the 
country, and also that speculation may be unduly stimu- 
lated. It is during such a period of general exuberance 
and expansion that the central bank, if wisely managed, 
will draw in its funds and prepare for the coming storm; 
to accomplish this it will seek to stiffen money rates, and, 
by sounding its note of warning, it will often avert the 
coming crisis, or modify it into that normal form of natu- 
ral reaction which inevitably follows any period of great 
prosperity and expansion. 
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On the other hand, a perfect central bank system will 
protect the country not only from too easy money, but also 
from too high rates during those periods when money is 
in active demand, as, for instance, in our country during 
the crop season. During such times a perfect central 
bank system will, without unduly increasing the rate, pro- 
vide freely for legitimate demands. It will be prepared 
to let its reserve decrease materially, knowing by exper- 
ience that the notes issued in excess of its normal circula- 
tion will quickly return after the particular business of a 
given season has been done. Thus we see that the end 
of December annually brings with it a large increase in 
the note circulation of the German Reichsbank, which 
notes, however, quickly return for redemption during the 
first two weeks in January. 

From the banker’s point of view, the chief features and 
advantages of a central bank system are the following: 
(1) the protection and replenishment of the country’s 
gold holdings; (2) the creation of an elastic currency 
which tends to prevent too low money rates in times of 
abundance, as well as too high rates in times of money 
scarcity; (3) the establishment of a broad market for 
commercial bills—this market at bottom owes its existence 
and its importance to the central bank’s readiness to dis- 
count such bills at any time, thus making the commercial 
bill the best quick-asset of a bank; (4) the fact that it 
acts as a bed-rock foundation for confidence in times of 
stress, because it centralizes the reserves of the country, 
thus rendering possible their free and effective use; and, 
finally, (5) the fact that it creates a central institution 
able to deal with other nations, in case exceptional meas- 
ures become advisable, and with which other nations, even 
in times of the worst panic, can negotiate to furnish or 
obtain large loans of gold, as has frequently been the case 
between France and England. 
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The shortest and most striking way to illustrate the 
shortcomings of our system will probably be to review 
our experience of last year: We had, like Europe, gone 
through a period of rapid expansion, probably overex- 
pansion, and a natural reaction was bound to come to us, 
as to Europe, and it did come to both. Expansion was 
probably more acute in Germany than with us; why then 
did Germany, much weaker than we, weather the storm 
without a panic, while we went into a most disgraceful 
state of utter helplessness and temporary bankruptcy? 

We may leave the ephemeral question aside as to which 
“straw” it was that “broke the camel’s back”. After a 
long period of prosperity, there will, almost always, 
develop some point of weakness, where the break will 
first occur; and, as a rule, that break and the ensuing 
strain will bring down other parts of the structure affected 
by dry rot. Some “bubbles” were pricked in Germany 
also, and some ugly failures occurred there, but they did 
not create any panic. Distrust did not spread in Ger- 
many, because the general system, being what it is, keeps 
unshaken the belief that against good assets, good money 
will always be available, and so “hoarding” remains an 
unthinkable phenomenon. Furthermore, there was un- 
impaired confidence that so long as the Reichsbank was in 
general touch with the situation, though some things 
might be rotten, they would remain the exceptions; and 
that it would be impossible for all or even any large pro- 
portion of the financial institutions to be unsound. 

We shall not deal with the question whether with us 
bad judgment and mismanagement had been so extreme 
that the resultant outbreak of distrust was, as a natural 
consequence, bound to be as violent as it proved to be, or 
whether artificial fanning of the flame by agitation, sen- 
sation, and exaggeration played any part in the unfortu- 





Central Bank of the United States 345 


nate development, or whether such a complete collapse of 
credit would under any circumstances have been possible 
had the legal foundation on which the whole industrial 
and financial structure rested been firmly and equitably 
constructed, and had it been less subject to violent up- 
heavals. 

Whatever causes may have combined in the United 
States to bring about the crisis of 1907, it cannot be 
doubted that it would never have reached such appalling 
dimensions had it not been for the lack of elasticity in our 
currency; the utter uselessness of our reserves; our ina- 
bility to apply the brakes while we -were going too fast; 
the absence of any means to negotiate for measures of 
relief with other countries through a channel recognized 
by them as official; and finally the lack of modern Ameri- 
can bills of exchange, which, while serving as the means 
of settling the daily balances of the nation, would have 
been assets on which the banks might have realized in 
Europe and in the United States, by rediscounting 
amongst each other or at a central bank. 

When the panic came, no outflow of gold had taken 
place, and no natural shortage of currency prevailed. 
Our existing per capita currency was very large, much in 
excess of that of most other nations, and there were hun- 
dreds of millions of currency in the banks and trust com- 
panies. But when, owing to an epidemic of distrust, peo- 
ple began to withdraw cash, it became strikingly apparent 
- that our system was only a fair weather system, liable to 
absolute collapse in adverse times. 

Where, as with us, there are no means of issuing addi- 
tional currency against the best commercial assets, where 
the enormous reserves of cash accumulated in the banks 
cannot be used because each manager fears a run on his 
own bank if his reserves go below the 25 per cent limit, 
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it is inevitable that each bank must attempt to draw upon 
the reserves of every other bank, and that each will hesi- 
tate to pay out cash at a time when the panic-stricken pub- 
lic should be fortified in its confidence that its money is 
safe and that cash is coming out freely everywhere. Un- 
der such conditions the drain by the public must increase 
instead of being stayed, and it is inevitable that the worst 
and most aggressive hoarder will become the bank or trust 
company which, realizing that its 25 per cent cash re- 
serve is quite useless, will, as an act of self-protection, 
and because no other way exists, use every means of 
“building up” a reserve, by preying on its neighbors, at 
the very moment when reserves should by all means be 
decreased. 

From such a system there can result only one conse- 
quence,—a tremendous rise in interest rates and a tremen- 
dous fall in the price of securities; and if even these bru- 
tal effects do not attract foreign capital and do not convert 
the home depositor and hoarder into investors, a general 
suspension—politely called clearing house certificates— 
must follow in order to prevent wholesale individual sus- 
pensions. Our system, in fact, did not even permit us to 
suspend scientifically. When New York began to issue 
clearing house certificates and all the rest of the country 
had, as a natural consequence, to follow, the struggle for 
gold and currency became even more acute among the 
various cities, and a shameful gold premium which lasted 
for several months drained Europe’s gold chests and 
brought needless harm and anxiety to our friends on the 
other side of the Atlantic. 

Some years ago a stranger arrived late at night in a 
German town, and when he was about to leave the station 
he saw that there was only one cab left. He hailed the 
driver who, however, refused to move, and the policeman 
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explained that as the law prescribed that one cab should 
always be in waiting at the station the cab could really not 
be allowed to leave. Ridiculous as this story may appear, 
it is quite applicable to our law which prescribes that the 
25 per cent reserve must always be kept intact. 

It cannot be too strongly emphasized that our most ur- 
gent needs, in addition to the creation of an elastic cur- 
rency, are concentration of reserves and the possibility of 
concerted action in lieu of our present system of decen- 
tralization. 

Let us now consider what circumstances there are to 
prevent us from establishing a central bank similar to 
those found in the European systems. The chief difficul- 
ties are the existence of our bond-secured currency, the 
decentralization of our note issuing power and of our re- 
serves, the lack of modern commercial paper on which 
to base an elastic paper currency, the existence of our 
obsolete usury laws, and finally the deep-rooted popu- 
lar prejudice against anything bearing the name of a “cen- 
tral bank”; the fear alike of politics in business and of 
business in politics. 

It is unnecessary to make a long argument against 
bond-secured currency. Only weak nations or a people in 
times of stress, generally during a war, have issued bond- 
secured currency; and every healthy nation as soon as it 
was again strong enough has always abolished this ob- 
noxious system of inflation. As long as we have this 

-bond-secured currency, we cannot succeed in getting an 
elastic one. Bond-secured currency always expands; it 
hardly ever contracts. Our recent legislation, enacted in 
the summer of 1908, was wisely created as a temporary 
measure only, since a far-reaching reform could not be 
successfully achieved in a hurry and without thorough 
research. The new law is an important step in advance, 
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inasmuch as for the first time commercial paper is ad- 
mitted as a basis for the issue of notes. But unfortu- 
nately the issue of notes against commercial paper is 
made dependent upon the previous issue of bond-secured 
currency to the extent of no less than 40 per cent of the 
note-issuing power of a bank. This, and other conditions 
imposed upon such note issue, make the new currency an 
emergency currency, but not a healthy and normally 
elastic currency. 

With elasticity we generally connect the idea of the 
rubber band. If we take an old and frayed rubber band, 
which has been stretched to its utmost capacity by holding 
together a large bundle of papers, we cannot make the old 
rubber elastic by tying to it a new piece of elastic band. 
Where this has been done we have indeed made room for 
more papers, and when this new room is filled, some little 
elasticity will develop, but if the papers should then de- 
crease below their previous maximum size, the rubber 
band will stay as it is,—it will not contract. In order to 
have effective elasticity, the band must still fit tight when 
the bundle has been reduced to its smallest size. This 
means that, in order to make the old band elastic, we must 
shorten it considerably before we affix the new elastic ad- 
dition. In other words, we must first of all redeem our 
bond-secured currency so that our note issue may here- 
after be able to contract in times of abundance, and so 
that roughly, from the lowest point upward, the note issue 
shall remain in healthy touch with the demand for cur- 
rency. 

In redeeming the bond-secured currency, two points 
will have to be borne in mind: the one is that it must be 
done without injuring the banks that now own these 
bonds—or it will never be done, and besides, to do it 
otherwise would be unfair; the other is that we must be 
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able to provide new currency when we withdraw the old, 
so that no scarcity will be artificially created. 

If I were asked to suggest how this could be done, I 
should propose an inverse conversion of the bonds,—that 
is, I should advocate the conversion of the present gov- 
ernment bonds into bonds bearing a rate of interest higher 
by so much that after the privilege of issuing notes 
against them shall have been withdrawn the bonds will 
sell just as high as, and possibly a little higher than, they 
now sell with this privilege. This can be done gradually 
and in various ways; it would indeed mean an increase 
in the yearly interest charge to be borne by the United 
States, but it would put our bonds on a natural basis, like 
the English Consols or French Rentes, so that the Ameri- 
can people could afford to own their own government 
bonds. In fact, this money, by securing a healthy finan- 
cial system, and by protecting us from a repetition of 
past convulsions, would come back to us a thousandfold, 
and would constitute the best expenditure that our gov- 
ernment could make. 

In creating the new currency, we could probably follow 
the lines of the recent legislation, and provide for the or- 
ganization of currency associations throughout the coun- 
try. These associations, which should be open also for 
state banks and possibly also for trust companies, and 
which should be modified in many other respects, would 
discount the legitimate commercial paper handed in by | 
their members and pass it on, with their endorsement, to 
the central issue department at Washington, which in turn 
would issue its notes against such guaranteed paper. Of 
course, such paper with such guarantee should be taken 
at par, and not at 75 per cent, as at present provided, and 
it should be taken at a uniform rate, to be published from 
time to time, by the central issue department. The cur- 
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rency associations would receive from the institution 
handing in the paper a certain remuneration for every en- 
dorsement or guarantee executed by them. (Whether 
the profit, after paying for the running expenses and after 
having accumulated a large reserve fund, should in years 
to come be paid out to the members of the associations, 
in proportion to their pro rata of the guaranty, is a detail 
to be worked out later.) A most important consequence 
of such a development would be that we should break with 
our present dangerous system by which the banks are 
filled with single name paper which they cannot resell, 
and which, under our present conception of banking, they 
could not attempt to sell without ruining their credit. The 
laws would, of course, have to be so amended that banks 
could endorse and accept freely as in Europe; and it will 
in time follow as a natural development that discount 
companies will be created, as in England; and that when 
money is in active demand in the South and offered freely 
in the East, the southern banks, instead of rediscounting 
with their association, will be able to rediscount frankly 
and openly in New York or in Boston or in Europe. If, 
as it is to be hoped, the currency associations and the dis- 
count companies will, at the proper moment, begin to es- 
tablish two different rates for guaranteeing paper, a 
higher one for single name paper, and a lower one for pa- 
per bearing in addition to the commercial signature the 
acceptance of a bank or banking firm, we shall give an 
added stimulus to the modernization of our paper. When 
our banks once feel that they can rely on being able to 
rediscount their legitimate paper, they will be able to 
purchase the same freely without as now running the risk 
of dangerously locking up their capital through such in- 


vestment . 
I have repeatedly dealt with this question and with the 
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disastrous effects of our usury laws, and have tried to 
show that our system is in this respect directly opposed to 
the European system, and that our almost annual convul- 
sions will perforce continue unless we make our commer- 
cial paper the quickest asset and the basis of our banking, 
instead of using the stock exchange call loan for this pur- 
pose. 

As for the organization of such a central issue depart- 
ment, I have also dealt with this question on previous oc- 
casions, and I must not go fully into the details of that 
problem here. Suffice it to say that the board of trustees 
or directors should be composed of delegates from the 
various currency associations, of the Secretary of the 
Treasury, the Comptroller of the Currency, some mem- 
bers of the Senate and of the House, to whom some mem- 
bers of the commercial classes might be added by election 
of the stockholders. This body of men should elect two 
governors, salaried officers of highest standing and train- 
ing, who would be retained in office as long as they are 
effective and honest, irrespective of the political party that 
may for the time being be at the helm. 

The powers of the central department of issue should 
be strictly limited, and should be as follows: to discount 
paper, running not to exceed three months, for the various 
currency associations; to make advances against certain 
bonds (government bonds, savings bank bonds, etc.), at 
uniform, published rates, and up to certain percentages 
- of their market value to be designated from time to time 
(whether such advances are to be made only through the 
currency association or also direct, is a detail which can 
be left open for the time being) ; to buy and sell foreign 
bills running not to exceed three months, and bearing at 
least three bona fide signatures; to deal in bullion and to 
contract for loans of bullion; to act as the depositary of 
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the treasury’s money without giving collateral; and, fi- 
nally, to receive deposits from the currency associations. 
The central issue department may issue notes which must 
be covered by gold or commercial paper—no less than 
one-third of the notes issued to be at all times covered by 
gold or legal tender. 

A central department of issue so constituted would be 
beyond any possibility of abuse for political or other pur- 
poses. The constitution of the board and the limitations 
of its power preclude any such possibility, however re- 
mote. 

In order that the central department of issue must com- 
mand the highest possible confidence, and in order to pro- 
vide a strong gold purchasing power from the start, it is 
suggested that the department be endowed with a large 
stock capital of, let us say, $100,000,000. In order, how- 
ever, to prevent any possibility of having the department 
administered with a view of earning large dividends for 
the stockholders, it is proposed to limit the dividends to 
a certain percentage, and after having accumulated certain 
reserves to turn over the balance to the United States gov- 
ernment. Whether or not, in consideration of such profit 
to be received, the United States should guarantee the 
notes, may be left for future consideration. 

The bugbear that somebody might buy the control of 
such an institution may safely be dismissed. A man or 
a group of men purchasing all the stock would not derive 
the slightest profit from it, except the limited return on 
the investment. They could not appoint the board, and 
even if they could do so they would not profit by it, as 
the department is restricted to a limited number of safe 
transactions. 

The central department of issue should have the right 
to ask from time to time that the banks, through the asso- 
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ciations, deposit with it a certain proportion of their cash 
reserves; and the law would have to be amended so as to 
allow the banks to count as cash their deposits with the 
central bank of issue. The object of such an amendment 
is obvious, as the gold in the hands of the central issue 
department can do thrice the amount of good that it can 
do with the individual bank, which, after the organization 
of a central issue department, need not fear the with- 
drawal of cash so long as by rediscounting its sound and 
legitimate paper it can secure currency. 

As for greenbacks and silver certificates, I believe that 
we could well afford to leave them untouched for the time 
being, and possibly use the surplus to be derived from the 
profits of the central issue department for the purpose of 
gradually retiring the greenbacks. With the bond-se- 
cured currency redeemed and replaced by an elastic cur- 
rency, it is conservative to hope that with the large ex- 
porting power of this country we shall be sufficiently 
equipped to protect our gold, and that the greenbacks and 
silver certificates will represent no more than the pocket 
money of our large population. However, this scheme 
with all its details as far as they can be outlined in this 
brief address, does not pretend to be the only solution of 
the problem; it is a suggestion, subject to many modifi- 
cations. I have great hesitation in outlining it at all, for 
while the Monetary Commission is so seriously at work, 
accumulating material for thought and study, I should 
have preferred not to express any views at this time. 
However, as this most important question cannot be 
solved by the politician alone, nor by men of science alone, 
nor by the business man alone, I feel that we, each of us, 
must do our little share, when called upon, and I therefore 
accepted your invitation, though fully realizing my own 
shortcomings for such an undertaking. 
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The advantage of the scheme as outlined is that instead 
of trying new experiments it proceeds on lines which have 
been successfully followed in the most important finan- 
cial centers. Conditions are too different with us to per- 
mit of an exact copy of any of the European systems ; but 
the proposed plan would tend toward the gradual evolu- 
tion here of conditions that as we develop would render 
the central issue department more and more efficient and 
simple in operation. 

Some schemes, which have heretofore been advanced, 
propose to leave the note issuing power with the national 
banks, and to regulate their reserves and rates by a cen- 
tral board or similar institution. I for one do not believe 
in such plans, the shortcomings of which are that, in order 
to be efficient, there must be too much interference with 
the liberty of conducting business. For such a central 
board would eventually have to dictate the rates at which 
the banks would be allowed to take money or to lend 
money, and a general guarantee of deposits is only one of 
the logical consequences of such a scheme. As a matter 
of fact, under that scheme there would be one central 
board managing all the banks—an entirely new departure 
and much more drastic than any central bank. If under 
that scheme such central interference were made less 
effective than above outlined, our present defects, namely, 
the weakness of scattered reserves, and the danger of the 
decentralization of the note-issuing power into more than 
6500 banks,—would remain as obnoxious as before. 

Other schemes have been suggested which propose to 
regulate the whole question automatically by a tax; but 
automatic measures cannot possibly meet in the most effi- 
cient way all the different eventualities that may arise. 
A drain from within must be met in a very different way 
from a drain from without, and a drain from both within 
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and without will again have to be treated in a different 
way. How then can we hope to attempt to create one 
measure which by a tax will automatically meet all these 
varying requirements? Besides, these measures provide 
for inflation without creating new reserves or effective 
means to attract and retain the gold. Most of these 
measures will remain passive measures; they scarcely 
have any preventive or protective power at all. 

Some people believe that we should imitate the Cana- 
dian system. Without going into the question whether 
a system that has proved a success for six million people 
would also be well adapted for a population of eighty-five 
or ninety millions (and without discussing the point 
whether this system—like many others—could survive in 
the absence of the close relationship with the well organ- 
ized English banking community), we shall only follow 
out this one thought: the Canadian system is based on 
the small number of some thirty banks with branches in 
every hamlet. The minimum capital of a bank admis- 
sible by law is $500,000, but the majority of the banks 
have a much larger capital, some up to $14,000,000. Of 
our 6650 national banks, 5367 have a capital of less than 
$100,000. Are all of these to go into liquidation? And 
would not a concentration of the whole banking power 
into the hands of a few gigantic institutions with branch 
banks bring about the very conditions which popular sen- 
timent abhors, and which the,government is striving to 
avoid? The central bank system—and also the modified 
system of a central issue department—stands for sounder 
principles in this respect: it centralizes reserves and 
brings about the possibility of concerted action in the face 
of danger. By creating safe conditions, it makes the 
small bank independent and the danger of an overpower- 
ing individual control, instead of being aggravated is, 
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for this reason, immensely lessened by a central issue de- 
partment. Thus the central issue department would pro- 
tect the small bank and not menace it as is generally be- 
lieved. 

The central issue department is sound also in this, that 
each transaction which it brings about, directly or indi- 
rectly, is a plain business transaction. If a bank desires 
its paper guaranteed by the currency association, the bank 
pays the commensurate commission for such indorsement, 
and the guarantors earn the commission. If the cur- 
rency association finds the security insufficient, it will 
refuse the business. Each transaction is an individual 
one, carefully scrutinized, and there is no unbusinesslike 
wholesale guaranty. 

Nor is there any real interference; each bank deals 
with the currency association of its own free volition, and 
through it with the central issue department. The cen- 
tral issue department can post the rates at which it is will- 
ing to do business with others, but it cannot force anybody 
to do business at these rates, nor directly interfere with 
anybody’s conduct of business. It is its indirect influence 
which is strong, and which is of the most beneficial effect. 

Furthermore, it is a sound principle that the financial 
affairs of a nation should be guided not by an automaton 
but by will-power and brains behind the machinery, 
though strong restrictions must give the assurance that 
this will-power cannot go beyond certain safe lines. Such 
a system will be a vast improvement upon our present 
treasury organization, which is constructed on the one 
hand in order not to do what a central bank of issue ought 
to do, and which, on the other hand, as a consequence of 
our defective system, has gradually vested the Secretary 
of the Treasury with more autocratic and dictatorial pow- 
ers than any central bank manager could ever exercise. 
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Finally, banks are money-making concerns. Money- 
making and money-issuing are two entirely distinct func- 
tions. It is precisely in order to abate eagerness in 
making money that the issuing of money at times must 
be rendered more difficult. Moreover, the note-issuing 
bank must be put beyond the danger of material losses 
and beyond the possibility of being drawn into individual 
transactions, for otherwise its credit will not be unassail- 
able, as it absolutely must be, even in times of the worst 
panic. The ordinary bank, on the other hand, has the 
duty of taking commercial risks and of carrying on indi- 
vidual transactions. That is why with us, as in every 
modern country, general banking and the issuing of notes 
must be kept separate. 

I have avoided calling the institution of the future a 
central bank, because, as proposed here, it is not a central 
bank. If, instead of the independent currency associa- 
tions, this central issuing department were endowed with 
active branch offices dependent upon the head office, 
such a name would be correct. No doubt a central bank 
with active branch offices would be the more efficient, so 
far as concerns the controlling of the country’s gold, its 
money rates, and its financial safety. But with our pres- 
ent political and financial conditions, it would probably 
be impossible, and in many respects unsafe, to vest such 
vast powers and duties in one body. Though the system 
suggested by me may be a little less effective and more 
cumbersome, we must, for the beginning at least, interpo- 
late the currency association, or some similar institution, 
to stand as guarantor and examiner between the central 
issuing department on the one side and the local bank and 
its customer on the other. As our banking paper becomes 
modern, and as safe standards for the same develop, as we 
outgrow the financial and political dangers, which are 
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stronger in a country in its period of rapid growth than 
under conditions of more advanced and slower develop- 
ment, we may gradually—and it is to be hoped soon— 
simplify the system. But it is safe to leave this further 
development to the future, provided that we now find the 
right principle for the establishment of a sound basis. In 
constructing such a basis, it is better to err on the conser- 
vative side than to attempt too big a stride at the begin- 
ning. While we may disagree as to the extent to which 
a central bank system may be applied in the beginning, 
there cannot be the slightest doubt that the principle of 
that system must be adopted. 

It is most surprising that so ineffective and obsolete a 
currency system as that of the United States should have 
been so long maintained by so eminently practical a na- 
tion. The explanation is that the wonderful resources of 
the country, its marvelous prosperity and natural everlast- 
ing credit balance against other nations appeared to legit- 
imatize and justify our system. The currency reformer 
has always been met with the argument that, while theo- 
ries might be good for poor little Europe, practice proved 
that the American system was sound enough for the 
United States. We had to live through last year’s horri- 
ble crisis to learn that we had been prospering in spite 
of our system, not in consequence of it, and that unless 
we effect a thorough reform, the future is bound to bring 
us similar disasters and similar disgrace as the past. 

It is our duty to keep the memory of the crisis of 1907 
fresh in our minds, for unless we grasp not only the dan- 
ger but the certainty of its reappearance, we shall not 
realize the blessings and the absolute necessity of a central 
bank system in the United States. 





CENTRAL BANKS. 
O. M. W. SPRAGUE. 


It is obviously impossible, within the limits of time at 
my disposal, to discuss in a comprehensive fashion the 
many problems suggested by the proposal to establish a 
central bank in the United States. I shall, therefore, at- 
tempt to do no more than merely indicate certain condi- 
tions which are likely to render the task of a central bank 
in this country extremely unlike that of the central banks 
of Europe—so unlike, indeed, that European experience 
affords little aid in estimating the probable results, which 
we might attain through its-operation. In the second 
place I shall suggest certain less revolutionary remedies 
for our financial ills. 

The problem which would present itself to the central 
bank in its capacity as government fiscal agent would be 
both difficult and unique. In England, France, and Ger- 
many government balances are comparatively small. The 
normal balance is less than $50,000,000, and, at least in 
recent years, the maximum has not reached $100,000,000. 
Moreover, the fluctuations of any single year are typical 
of every year, and being, therefore, foreseen, can be taken 
into account in the money market generally as well as by 
the central bank. In the United States, owing to our 
haphazard methods of legislation regarding appropria- 
tions, there is no uniformity in the fluctuations of gov- 
ernment funds. During the first of the last four years 
the surplus was very nearly stationary; then came nearly 
two years of growth, adding nearly $150,000,000, fol- 


lowed by more than a year of as pronounced decline. 
859 
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During all that time the surplus has been greater than 
the maximum balances of England, France, and Ger- 
many taken together, and, during many months, greater 
than the total deposit liabilities of the Bank of England. 

Our government surplus is, then, peculiar in that it is 
a large and, to a considerable extent, a permanent fund. 
The people would certainly and properly insist that it be 
used with some reasonably close approximation to the 
population of different sections of the country. But for 
the central bank to lend everywhere directly to the busi- 
ness community would be an evident impossibility. Thou- 
sands of branches would be required to furnish the facil- 
ities afforded by the Bank of France or of Germany 
through their network of something like five hundred 
branches. To lend chiefly through a few branches like 
the Bank of England, would not secure the same results 
in this country. In England, and indeed in all countries 
which have central banks, there is a high degree of con- 
centration throughout the banking system. Somewhat 
less than a hundred banks in England occupy the banking 
field with several thousand branches. Credit, therefore, 
is highly fluid. If the Bank of England increases its 
loans in London, the other banks are then in better posi- 
tion to meet further requirements, whether in London 
or at their provincial branches. In the United States 
branch banking is generally prohibited. Each bank en- 
gages in local business alone, if exception be made of the 
employment of temporarily idle funds by outside banks 
in the large cities. Loans made by a central bank in New 
York or Chicago would have no influence whatever upon 
the available lending resources in Massachusetts or in 
Iowa. The central bank would, therefore, be obliged to 
lend to the banks generally. In other words, it would 
have to decide between the competing requests of fifteen 
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thousand or more banks throughout the country. While 
conceding that this would not be an impossible task for a 
central bank, it is at the same time evident that the under- 
taking is quite unlike anything performed by existing 
central banks in Europe. The prediction may be ventured 
that the government funds would be distributed in some 
more or less permanent fashion not altogether unlike that 
with which we are now familiar. To be sure, we should 
escape the inconvenience which arises from the hoarding 
of large sums in the Treasury, but that end could be 
readily gained if the Secretary of the Treasury were 
instructed to deposit in the national banks everything 
above a certain working balance. 

Very much the same difficulties present themselves 
with regard to the issue of an elastic currency by a central 
bank. The issue of notes would be made through loans, 
and the central bank once more would be obliged to decide 
between the requests of thousands of banks. Moreover, 
the issue of notes would remove one very valuable re- 
straint upon the expansion of credit in this country. 
Where checks are in general use, credit in the form of 
deposits has remarkable expansive qualities. Seasonal 
demands, if not too large, simply remind the banker that 
his deposit obligations are for payment on demand. Our 
crop-moving requirements call for perhaps $50,000,000, 
an amourit which our deposit banks should be able to pay 
out without disturbance. Inability to do so calls for a 
more conservative policy during the summer months 
rather than an additional extension of credit in the au- 
tumn. It should also be recognized that the results secured 
through the issue of notes by central banks in the countries 
of continental Europe do not afford much indication of 
what might be expected in this country. Where the check 
habit is not generally developed the extension of banking 
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credit is pretty closely limited to the money secured by the 
banks from capital surplus and the money paid in by de- 
positors, together with the notes issued by the banks. In 
this country banks are able to lend their credit more largely 
through the granting of deposit credits upon their books. 
A given addition to their cash holdings permits an exten- 
sion of credit to several times that amount. By substi- 
tuting the notes issued by a central bank for money now 
in circulation which could be counted as reserve, our 
banks could further enlarge the credit structure until 
checked by gold exports, unsound business conditions, and 
lack of confidence. The Bank of England is the only 
central bank in a country in which deposit banking is 
highly developed, but it affords no example of the effects 
of the issue of credit bank notes, since its notes are prac- 
tically gold certificates. It may also be added that the 
Bank of England has managed very well without the 
power of extending credit in the form of notes. 

The better disposition of government funds, and the 
issue of notes in normal times, are, however, of but insig- 
nificant importance in comparison with the service which 
a central bank is expected to render in times of crisis by 
those who urge its adoption. Any device would indeed 
be welcome which would mitigate the recurrent panics 
and suspensions to which the American credit system has 
been conspicuously subject. It is necessary, however, to 
make certain that the causes of these troubles are of a 
nature to be removed by a central bank, and if so, whether 
more simple remedies are not equally promising. 

During a crisis it is important that loans be continued, 
that gold exports be checked, and, if possible, gold im- 
ports be secured, and, above all, that the banks continue 
cash payments, so that the domestic exchanges may not be 
dislocated. The first of these objects—the continuance 
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of loans—has been secured since the crisis of 1857 
through the device of the clearing house loan certificate. 
Unfortunately, however, the issue of these certificates 
has come to be regarded as somehow involving the sus- 
pension of cash payments. This view is based upon an 
entirely mistaken conception of the purpose and origin ~ 
of the loan certificate. In the crisis of 1857, the New 
York banks generally curtailed their loans, because each 
bank feared an unfavorable clearing balance. The loan 
certificate was first made use of in 1860 purely for pay- 
ments between banks. It removed the temptation to 
pursue a policy of loan contraction because a favorable 
balance could be paid in certificates and not in money. 
The use of this device does not diminish in the slightest 
the obligation of the bank to pay its depositors cash on 
demand. It is indeed true that in some of the western 
southern cities the loan certificate has been used in pay- 
ment to depositors. Such use is demoralizing and cannot 
be too strongly condemned. Still another advantage may 
be mentioned from the issue of loan certificates when 
confined to payments between banks. It is a ready means 
of rendering aid to the weaker banks, the necessity of 
which in a crisis was well illustrated in the case of certain 
trust companies in New York in 1907. It is of course 
possible that a central bank would be able to handle a 
crisis, so far as loans are concerned, more satisfactorily, 
but it is at least uncertain. At all events, we have in the 
‘ loan certificate an. alternative method which has proved 
adequate in the past. 

Continuing our examination of past experience in the 
matter of loans, it is significant that loans have not been 
greatly diminished on account of crises. The national 
bank returns for August and December, 1907, for ex- 
ample, show a reduction for the country as a whole of 
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but slightly more than two per cent, and a positive in- 
crease in most of the cities. Money rates, especially for 
call loans, in that and other crises, did indeed reach much 
higher levels than in other countries during similar dis- 
turbances. In part this is due to the system, peculiar to 
ourselves, of daily settlements on the Stock Exchange. 
In part it is due to a failure to recognize that no class 
of loans, not even call loans, can be reduced suddenly 
upon a wholesale scale by the banks generally. Money 
pools are a momentary device, and the clearing house loan 
certificate is a more permanent device which check the 
unavailing effort to reduce the customary banking ac- 
commodation. 

Summing up the situation with regard to loans, we 
find difficulties which are not incapable of modification 
under our present system. The same difficulties would 
present themselves if we had a central bank, especially 
those arising from our Stock Exchange methods, from 
the number of banks which would require support and the 
much larger number the codperation of which it would 
be necessary to secure. 

Little need be said with reference to foreign exchange, 
although to secure favorable exchanges is the chief con- 
cern of foreign central banks. We have never experi- 
enced any difficulty in securing gold imports, with the 
possible exception of the crisis of 1893, when our cur- 
rency was redundant. The character of our foreign 
trade places us in a position of great advantage. More- 
over, our exporters regularly draw bills upon foreign 
purchasers, and these bills are regularly discounted in 
Europe. Consequently, payments for our exports are 
immediately convertible into cash. If any difficulty were 
to arise from this source, it would be due to the large 
amount of anticipatory and finance bills which are drawn 
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by foreign exchange houses upon their European corre- 
spondents. Had the volume of such bills been as large, 
as has at times been the case, just before the crisis in 
1907, we might not have been able to draw any large 
amount of money from Europe. This is a danger which 
could hardly be prevented if we had a central bank. 
Moreover, it should be noted that some of the advocates 
of a central bank seem to expect that by its means still 
greater recourse may be had to European loanable funds, 
through the discount abroad of purely domestic bills. 
When it is remembered that we finance practically none 
of our over-sea trade, and incur much temporary indebt- 
edness by finance bills, a plan which would still further 
expand our temporary foreign obligations seems hardly 
conservative, to say the least. 

Finally we come to the most serious weakness which 
has manifested itself in the working of our banking sys- 
tem—the alomst invariable suspension of cash payments 
whenever a crises occurs. If a central bank is the only 
means of preventing this calamitous evil, that alone is 
indeed sufficient reason for its establishment. It does 
not, however, seem clear that cash payments cannot be 
maintained without a central bank. Where there is a 
central bank this responsibility rests primarily upon it. 
In this country the responsibility is divided among all 
the banks, but it is not equally divided. National banks 
in reserve and in central reserve cities, which secure bank- 
ers’ deposits, are in this respect analogous to the central 
banks of Europe. There are less than four hundred 
national banks in those cities, and by no means all of them 
secure such deposits. Concentrating attention on the cen- 
tral reserve cities, it is significant that in November, 1908, 
$700,000,000 out of a total of about $1,000,000,000 of 
bankers’ deposits were held in New York. Nor is this all. 
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Very nearly all of these deposits were held by the six 
largest New York banks, and these banks held quite four- 
fifths of the total cash held by the New York national 
banks. These banks in accepting these enormous bankers’ 
deposits have clearly incurred responsibilities similar to 
those of European central banks. But it is equally true 
that this responsibility is not so clearly recognized as it is 
in Europe. Indeed, it may be doubted whether it is per- 
ceived at all. 

Now the question arises in what way a central bank 
would ‘be at an advantage over this small number of 
banks in meeting crisis conditions, except in the one 
respect of the power to issue notes, and that, it may be 
observed once more, is not a power of practical utility in 
the case of the Bank of England unless the act of 1844 
is suspended. 

The national banks compete for bankers’ deposits, 
offering interest and other inducements, while it is a 
universal rule among central banks to pay nothing for 
deposits. This makes it possible for the latter to hold 
large reserves and still earn reasonable profits. For many 
years after the practice was inaugurated in New York the 
policy was severely criticised, but long custom has led to 
its general acceptance. Nothing short of a law against 
interest payments upon bankers’ deposits will be likely to 
remove this particular evil. 

The fundamental difficulty in our present system, how- 
ever, is due, not to insufficient cash reserves, but to the 
failure to use them in emergencies. Partly by law and 
even more by custom we have burdened ourselves with 
reserve restrictions which are unique in banking practice. 
To maintain a certain proportion between cash and de- 
posit liabilities has become an object to which every other 
consideration has become secondary. It is, indeed, true 
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that a reserve requirement is desirable for normal times 
in a system which has thousands of banks. But it is 
equally important that the propriety of using reserves in 
emergencies should be recognized both in legislation and 
by public opinion. If one of the existing central banks 
were subjected to a restriction of this nature, suspension 
could not be avoided. Almost equal danger would be 
incurred in this country were the central bank unfettered 
in the use of its reserve, while the present restrictions 
remained in force as regards the other banks. The same 
scramble for funds that has characterized previous crises 
would unquestionably arise. 

It may, however, be suggested that a central bank 
would be able to meet the situation by indefinitely large 
issues of notes. This is perhaps possible. But in that 
case the demand for a central bank becomes merely a 
demand for a device to secure elastic notes in order to 
retain a rigid reserve. It is submitted that elasticity in 
reserves is a far more natural and simple remedy. It 
might, however, be of advantage to provide an emergency 
circulation which would be taken out by any bank, under 
conditions which would not be so complicated as to render 
its use unlikely. 

That our present reserve requirements are the chief 
cause of the suspension of cash payments is clearly shown 
by the course of events during the crisis of 1907. During 
the last two weeks of October, while the disturbance was 
almost entirely confined to New York City, the clearing 
house banks experienced a net loss of about $40,000,000, 
and their reserves were $53,000,000 below the twenty- 
five per cent requirement. Gold imports had been en- 
gaged, the Treasury was depositing surplus funds, and 
arrangements were being made to increase the note circu- 
lation. More money therefore was in sight. Demands 
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for money were being made in increasing magnitude by 
bankers in all parts of the country upon their New York 
correspondents. Thereupon cash payments were restricted. 
The New York banks at the time held $224,000,000, and 
in the following three weeks allowed the reserve to fall 
off only $9,000,000. Thereafter to the end of the year, 
while the currency premium continued, reserves were 
increased until they reached $251,000,000. 

The contention of bankers that suspension was un- 
avoidable rested entirely upon the delusion that the re- 
serve percentage is to be maintained though the heavens 
fall. Contrast with the action taken by the Bank of 
England is significant and at the same time humiliating. 
At the beginning of the crisis it had a banking reserve of 
$125,000,000. In two weeks, chiefly on account of gold 
exports to the United States, it lost some $40,000,000. 
The Bank of England then held only $85,000,000, while 
the New York banks held over $200,000,000, and yet no 
one in London even thought of the possibility that the 
Bank might suspend. The Bank had no more means of 
attracting funds than were possessed by the New York 
banks. In fact, it did not in the closing weeks of the year 
attract so much gold from other countries as was brought 
to New York. In London there was general confidence 
that the Bank of England would continue to meet its 
obligations. In this country, on account of experiences 
in former crises, that confidencce was lacking. If, how- 
ever, the six large New York national banks had an- 
nounced at the end of October their united determina- 
tion to meet all demands of their outside banking de- 
positors, it cannot be doubted that confidence would have 
been strengthened and unnecessary demands would soon 
have diminished. Had this not proved to be the case, 
and had the payment of a hundred millions or more 
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proved unavailing, then suspension might have been re- 
sorted to as a means of security. The attempt, even if a 
failure, would not have involved disastrous consequences, 
since, when the banks suspend it matters little whether 
they hold a little more or a little less reserve. In any case, 
the reserve ceases to be available for use. 

Progress in this direction, however, does not seem very 
likely. The fetich of a fixed reserve has apparently taken 
a stronger hold upon the community since the recent 
crisis. Trust companies and state banks are being brought 
under its sway. Unless there is a parallel development 
of right thinking about the uses and purposes of reserves, 
it may be confidently predicted that this legislation will 
tend to hasten rather than prevent suspension. Something 
might be accomplished if the proportion of reserve which 
may be deposited in city banks were diminished. An 
emergency currency would be of some assistance. But 
above all we must recognize that a reserve is to be used, 
not hoarded and increased, in time of crisis. 








CENTRAL BANK—DISCUSSION. 


Horace WHITE: Something must be done to put an 
end to the periodical suspensions of the banks. The great- 
est evil attending them is the bad education they give. 
They tend to deaden the sense of commercial honor. 
Every such suspension is a license to every financial insti- 
tution to scale its debts or postpone the payment of them. 
They assume the right to pay or not to pay according to 
their convenience. Some banks in such cases pay their 
own debts and those of their weaker neighbors also. 
Others refuse to pay even when they are able to. Each 
is a law unto itself for the time being, and the time is 
indefinite. 

While the chaos continues the banks assume the right 
to pay their obligations with something which is not 
money. They pay with a rubber stamp, which is elastic 
in a double sense. Sometimes it is worth 100 cents, some- 
times 90 or any price between. One day in the recent 
panic I went into the bank where I kept an account, and, 
meeting the president of it, I remarked to him that I had 
bought a small amount of currency in Wall Street at a 
premium of 4 per cent. He replied that it was lucky I 
was not compelled to buy a large amount, as he had just 
witnessed a purchase of $500,000 at a premium of 6 per 
cent. If the purchaser in this case had required a million 
the premium might have been Io per cent. 

When the banks thus repudiate their obligations their 
depositors can hardly do otherwise. Frequently they are 
compelled to pay their workmen with stamped cardboard, 
which the latter force upon retail shopkeepers and street 
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peddlers at a loss to both payer and payee. All these 
things are done in disregard of law and in defiance of it. 
These breakdowns have been so frequent in the past fifty 
years that they are now regarded by many well-mean- 
ing people as a part of the natural course of things. 
Clearing house certificates and rubber stamps are looked 
upon as desirable per se—as something like Pond’s Ex- 
tract, or Peruna, which should always be kept in the 
house. The public mind is approaching the condition 
which prevailed in antebellum times, when banks that 
were under suspension continued business for years and 
actually declared dividends when they were not paying 
their own debts, and so continued until compelled by spe- 
cial acts of the legislature to resume. In short, these re- 
peated occurrences tend to legalize commercial dishonor. 
We are already discredited abroad by them, and they are 
teaching the rising generation that a general suspension, 
with its progeny of illegal shinplasters, is a dexterous 
method of avoiding bankruptcy instead of being a shame- 
ful confession of it. 

Another demoralizing effect of it is that when a crisis 
comes the speculators, who are most to blame for it, cla- 
mor for government aid. So common is this, and so vo- 
ciferous and so generally expected, that the government 
even runs ahead of the speculators and offers help before 
they ask it. The remedy, however, may be only a prolon- 
gation of the disease. At all events the specimen given to 
us of this kind of government aid in the recent panic 
should serve rather for a warning than for an example. 

What is it that makes clearing house certificates, and 
stamped cardboard, and a premium on currency neces- 
sary? The panic, of course. A trade reaction, and a 
bank panic, although closely allied, are two different 
things. Canada had a trade reaction last autumn, as se- 
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vere, and of the same kind, as our own, but she had no 
panic. Most of the countries of Europe had trade reac- 
tions akin to ours, but no general bank suspensions and 
no runs on banks by depositors, or by banks on each 
other. We had runs of both kinds, beginning with the 
latter. 

The run by the depositing banks on the reserve banks 
began about a week before the individual depositors 
learned that there was any trouble. And after the individ- 
ual depositors took the alarm their demands upon the 
banks were more moderate than those of the banks upon 
each other. The danger of suspension to a banker is more 
imperious and terrifying than to an individual. To the 
banker it is a leap in the dark. He will avoid it by 
every means possible. The instinct of self-preservation 
prompts him to fortify himself with cash, and to this end 
he draws the balances which he holds in other banks. 
Each one thinks that if he should refrain from doing so 
others would not. Would his depositors applaud him for 
sacrificing himself and them for the general good? On 
the contrary, they would call him a fool and would 
transfer their accounts elsewhere. 

The first step toward reform is to take away the motive 
which impels the banks to make runs upon each other. 
How is this to be done? 

The main difference between ourselves and those coun- 
tries which did not have a panic and general suspension 
last year was that we had greater resources with inferior 
bank credit, while they had inferior resources with greater 
bank credit. The wealth of Canada is much less than 
ours. Moreover, the wheat crop of Canada last year 
was in part frosted and under suspicion, while ours was 
sound. Yet Canadian bank credit was not shaken. The 
banks did not make runs on each other, therefore the pub- 
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lic did not make runs on the banks. There are no country 
banks in Canada as we understand that term,—only 
branches of thirty-five city banks, the heads of which are 
near enough to each other to secure unity of action. 

In European countries generally credit is fortified by a 
central bank, which has the power of issuing circulating 
notes limited only by its cash reserve and its commer- 
cial assets. Usually the central bank is allowed to estab- 
lish branches at its own discretion. Its principal func- 
tion is to discount any and all bills of exchange which 
bear two or more names and which represent actual busi- 
ness transactions. The fact that there is such a bank 
easily accessible is a guaranty that no sound business can 
suffer for the want of banking accommodation, and that 
every secondary bank can get its own bills of exchange re- 
discounted, if need be. Therefore the ingredients of a 
panic do not exist. Speculators may fail, unsound busi- 
ness may collapse, but there will be no clearing house 
certificates, no stamped cardboard, no premium on cur- 
rency. 

If there is any way to abort a panic before it begins, 
other than the branch bank system of Canada, or the 
central bank system of Continental Europe, I do not know 
what it is. Which of the two ought we to prefer? 

If we had carte blanche, if we were now beginning to 
create a system, I should certainly choose the Canadian 
plan, because we know exactly how that system works 
in a territory like our own, which is in part populous and 
wealthy, and in part scattered, thinly peopled, and rela- 
tively poor. But the branch system of Canada is the 
very béte noire of our rural banking fraternity. I partici- 
pated in a joint debate on branch banking a few years 
ago at a bankers’ convention in Kansas City. I favored 
branch banking and my competitor opposed it. It seemed 
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to me that I had all the argument and he had all the 
votes. I became satisfied that branch banking can never 
be introduced in this country until the bankers of the 
smaller communities are convinced that they will not be 
snuffed out or materially harmed by branches of the large 
city banks established alongside of them. You can never 
induce Congress to vote for anything that the small banks 
are generally and strongly opposed to. 

The central bank system, to be really efficient, must be 
allowed to have branches also, and to choose the places 
where they shall be situated, but it is not necessary that 
these branches should compete with local banks for local 
business. The very raison d’ étre of a central bank is to 
lend aid to local banks, to re-discount for them and to 
fortify bank credit generally, so as to prevent panics and 
runs. Moreover, it is practicable to make the local banks 
the owners of the central bank, so that its power to do 
them injury (if it could ever have a motive for doing so) 
would be nil. It is also practicable to have the govern- 
ment control the central bank either partially as in France, 
or wholly as in Germany. 

Time does not permit me to go into details, and I 
acknowledge that this question is one mainly of details. 
How to make the benefits of the central bank ramify all 
parts of the country is a problem to be solved. I do not 
affirm that it can be done. Neither can anybody affirm 
that it cannot be done. It is a problem fit to engage the 
attention of the present Currency Commission and I am 
glad to know that they appreciate both its relevancy and 
its magnitude. 


Jos—EPpH FRENCH JoHNsON: I am in agreement in the 
main with what has been said by Mr. Warburg and Mr. 
White, but am not altogether in harmony with the views 
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and opinions expressed by Professor Sprague. In my 
opinion the panic of October, 1907, was due, not to the 
policy followed by the banks in New York City, but to the 
weakness of our banking system as a whole. The bankers 
of New York are as able and prudent as the bankers of 
any city in the world, and they did all that any set of men 
in their positions could have done to avert the panic. 
They were unsuccessful simply because it was not possi- 
ble for them, except by suspension of cash payments, to 
prevent the banking reserve of the country from being 
scattered and thereby made ineffective. 

The greatest defect of the banking system of the 
United States is its lack of unity and solidarity. This 
defect can be remedied either by the adoption of a branch 
banking system or by the establishment of a central bank 
under government control. Branch banking is not in 
favor in this country for the reason that the thousands of 
small banks in the country naturally regard it as antago- 
nistic to their interests. On account of their opposition 
any discussion of the advantages of branch banking in 
the United States is and probably always will be purely 
academic. Politically it stands no chance whatever. It is 
a mistake, however, to assume, as some people do, that a 
proposition to create a central bank of issue under gov- 
ernment control can never receive approval. This coun- 
try has never had any experience with such an institution, 
for the government had practically no voice in the man- 
agement of the First and Second Banks of the United 
States. If the bankers of this country can be made to 
understand that the government, by engaging in the 
banking business in some such way as is suggested by 
Mr. Warburg, will be able to guard and promote the 
financial interests of the people, helping rather than hurt- 
ing existing banking institutions, and giving our banking 
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system a unity and stability it now lacks, the idea will 
speedily win favor with bankers and then with politicians. 

There is a double banking problem in the United 
States: (1) a more elastic currency; (2) a better control 
of loanable funds. The average banker in the United 
States does not clearly see the connection between his 
lending power and the savings of the people. He meas- 
ures his lending power by the amount of his cash on hand 
plus his credit balances in other institutions. On account 
of his isolation he is familiar only with the needs of his 
own community and is incapable of forming an accurate 
judgment with regard to the demand for and supply of 
capital in the country as a whole. Hence at times, gov- 
erned purely by local conditions, he makes advances 
boldly when general financial conditions demand that he 
be cautious and conservative. A central bank of issue 
with branches doing business in all the important cities, 
would serve, not merely as a clearing house for bank 
notes but also as a clearing house of information with 
regard to the country’s financial needs and prospects. In 
my opinion the subject of banking reform is one to which 
the economists of the United States ought to give most 
serious attention. Economists and practical bankers, 
working together, ought to be able to develop a system 
which will forever prevent the recurrence of such a panic 
as that of October, 1907. 





THE WORK OF THE NATIONAL MONETARY 
COMMISSION. 


A. PIATT ANDREW. 


I am glad to have an opportunity to tell the members 
of this Association something about the work of the 
National Monetary Commission, with which I have the 
honor to be associated. This work, which has been quietly 
carried on during the past six months, is of course pri- 
marily interesting because it is preparing a foundation 
for legislation upon one of the most important subjects 
which has ever occupied the attention of Congress. But 
the work will also interest members of the Association 
because there will be made in the course of the coming 
year, in the Commission’s report to Congress, a very sig- 
nificant contribution to the scientific literature of banking. 
It is more particularly in regard to the latter phase of the 
Commission’s work that I am able to give some informa- 
tion today. 

When, soon after the passage of the so-called Aldrich- 
Vreeland act, Senator Aldrich and his associates set about 
to organize the work entrusted to them, they knew from 
their abundant experience in the debates preceding the 
passage of that act that there was more than one banking 
problem clamoring for settlement, and that the number 
of proffered solutions for each of them was legionary. 
They recognized, furthermore, that no satisfactory and 
permanent plan for reorganizing our banking system was 
likely to be selected without a much more thorough exam- 
ination of conditions, both here and in other countries, 


than had yet been made. Very wisely, therefore, they 
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proposed to devote a year, or a year and a half, or what- 
ever time might be necessary, to investigation and to 
securing information before attempting to frame any 
law. This foundation work has been carried on now for 
more than six months, and, as no public statement has yet 
appeared with regard to it, you will doubtless be inter- 
ested to know something about its method and scope. 

At the first session of the Commission, which was held 
at Narragansett Pier, in July, it was voted to send repre- 
sentatives of the Commission to the leading countries of 
Europe to collect information with regard to the organi- 
zation of banking in these countries, and a sub-committee 
for this purpose was appointed, which sailed early in 
August to carry out the plan. We spent the greater part 
of the three following months in England, Germany, and 
France, instituting inquiries in each of those countries by 
several methods: (1) by stenographically reported inter- 
views ; (2) by specially prepared monographs and reports 
from writers of financial authority; and (3) by specially 
collated statistics. 

The interviews were held with the managers or direc- 
tors of most of the large banks of England, France, and 
Germany, with the idea of ascertaining at first hand the 
exact nature of the business conducted by them, the laws 
and customs governing their operations, and the practical 
relations of the different sorts of banks with each other. 
They were informal, but were conducted more or less 
uniformly along a prearranged plan, and in most cases 
were stenographically reported. After having been pre- 
sented to the persons interviewed for correction, a tran- 
script of these interviews will be embodied in the Com- 
mission’s report to Congress, and will, I am sure, be of 
great interest and value to American students of financial 
matters. 
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In London such interviews were held with Governor 
Campbell and several directors of the Bank of England, 
with Mr. Edward H. Holden of the London City and 
Midland Bank, with Mr. R. W. Whalley of Parr’s Bank, 
with Sir Felix Schuster of the Union of London and 
Smith’s Bank, with Mr. Charles Gow of the London 
Joint Stock Bank, with Lord Swaythling, and with rep- 
resentatives of the London and Westminister Bank, the 
National Provincial Bank, the Hong Kong and Shanghai 
Banking Corporation, the Bank of Liverpool, the Swiss 
Bankverein, and other institutions. 

In Berlin interviews were held with the officers of a 
dozen different varieties of banks, including the president 
and directors of the Reichsbank, and directors of the 
Deutsche Bank, the Dresdner Bank, the Disconto Gesell- 
schaft, the Handels Gesellschaft, the Royal Seehandlung, 
the Pfandbrief Bank, the Preussische Central Boden- 
kredit Actien Gesellschaft, the Preussische Central Ge- 
nossenschafts-Kasse, the Schultze-Delitsch Genossen- 
schaften, the Berliner Sparkasse, the Kur- und Neu- 
markisches Ritterschaftliches Kredit-Institut, the Berliner 
Kassen Verein, and representatives of various private 
banks as well. 

In Paris interesting conferences were held with M. 
Pallain, governor of the Banque de France, and with 
representatives of the Crédit Lyonnais, the Comptoir 
D’Escompte, the Société Générale, the Banque de Paris 
et des Pays-Bas, the Crédit Foncier, the Crédit Agricole, 
the Caisse des Dépéts et Consignations, and the Caisses 
d'Epargne. 

In the second place, in each of these countries an at- 
tempt was made to secure the codperation of leading 
authorities in preparing reports covering important phases 
of their banking history and banking practice. In Eng- 
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land the Commission secured contributions from such 
men as Professor H. S. Foxwell, lecturer in the London 
School of Economics; Mr. Hartley Withers, financial 
editor of the London Times; Mr. Francis W. Hirst, ed- 
itor of The Economist; Mr. George Paish, editor of the 
Statist; Mr. Robert Martin Holland, honorable secretary 
of the clearing house; Mr. Ernest Sykes, of the Central 
Bankers’ Association, and Mr. R. H. I. Palgrave, whose 
work in this field certainly needs no description. 

In Germany, under the advice of such authorities as 
Professor Conrad of the University of Halle, Professor 
Riesser of the University of Berlin, and Dr. Von Lumm 
of the Reichsbank, a series of volumes have been selected 
for translation, which cover comprehensively the history 
and operations of the various kinds of banks in that coun- 
try. These translations will include the twenty-fifth anni- 
versary volume of the Reichsbank, published in Berlin in 
1900, a large number of the more recent discussions with 
regard to the renewal of the Reichsbank privileges, the 
well-known work of Professor Riesser upon the history 
of the large German banks, and a selection of other works 
upon mortgage banks, Landschaften, Rentenbanken, 
Landeskultur-Rentenbanken, Genossenschaften, savings 
banks, and special phases of German banking, such as 
the history and regulation of the German Bourse, and 
the organization of the German money market. In the 
list of contributors are included well-known names-in this 
field like Lexis, Stroell, Koch (the late president of the 
Reichsbank), Hecht, Hermes, Schachner, Seidel, and 
others. 

In France the Commission has secured the assistance of 
M. André Liésse, professor in the Conservatoire National 
des Arts et Metiers; M. Albert Aupetit, head of the arch- 
ives of the Banque de France; M. Lefevre, head of the 
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archives of the Crédit Lyonnais; M. Vidal, editor of La 
Cote de la Bange et de la Bourse, all of whom are con- 
tributing monographs on different phases of banking in 
their country. 

At the same time, leading authorities have been en- 
gaged to discuss the organization and history of banking 
in other countries, notably Switzerland, Japan, Sweden, 
Canada, Mexico, Austria-Hungary, Russia, and Holland. 

In the third place, the Commission has also undertaken 
in the more important countries to secure statistics with 
regard to the operations of all the banks, with regard to 
movements of trade, shipments and receipts of gold, the 
relative use of money and credit in making payments, and 
with regard to the growth of population, business, wealth, 
and commerce. These statistics are being collected upon 
a uniform scheme for all countries concerned so that 
ready comparison will be possible. 

Finally, as regards the United States, a similar coi- 
lection of material has been gotten under way in this 
country. Monographs have been engaged from authori- 
ties known to you all, covering as thoroughly as possible 
every important phase of American banking. In connec- 
tion therewith a very comprehensive series of statistics is 
being arranged for with the assistance of the Bureau of 
Statistics, the Comptroller of the Currency, and the vari- 
ous supervisors of state banks, together with the editors 
of the Commercial and Financial Chronicle and other 
leading journals, which it is believed will contain consid- 
erable information that has never been gotten together 
before. Especially interesting will be the reports which 
we are endeavoring to collect from the leading banks of 
the country with regard to their shipments and receipts 
of cash, which will throw light upon the extent of the 
seasonal fluctuations in the demand for currency in dif- 
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ferent parts of the country. Another inquiry which the 
Commission is making, not only with the banks of the 
United States, but with those of England, France, and 
Germany, is as to the proportion of cash and currency 
substitutes in their receipts for a series of days. We hope 
from this investigation to be able to present comparative 
tables showing statistically the relative importance of the 
check and deposit system in all of these countries, a sta- 
tistical comparison which has never been made before. 
Another plan of the Commission is to secure a uniform 
and simultaneous statement of condition from all of the 
national, state, and private banks and trust companies in 
the country according to a specially prepared schedule of 
resources and liabilities. No like inquiry has ever been 
attempted before. I merely allude to a few of these 
arrangements in passing. There are other lines of inquiry 
equally worthy to be signalized, which the limits of time 
will not permit my even mentioning. 

Such is, in briefest outline, the plan for the foundation 
work of the Monetary Commission. What form the 
superstructure may take, of what material it may be 
made, or whether the design and material selected will 
prove ideal from the point of view of theory or practice, 
these are questions which can only be answered in the 
future. With regard to this preparatory work, however, 
upon which the final edifice is to be built, there can be no 
two opinions, for neither time nor expense nor effort are 
being spared to make it thorough and substantial. 

This great collection of information will, of course, 
not be reserved for the Commission or Congress. It will 
in due season be placed at the disposal of the public, and 
the Commission hopes that intelligent men everywhere 
will take advantage of the opportunity to study the con- 
ditions and experiences of other countries and codperate 
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with them in devising a banking system worthy of Amer- 
ica’s position in the world, and comparable to her re- 
sources. The problem of framing an act which will 
remedy the defects in our existing system in a practicable 
manner, which will include some of the best features of 
other systems without disregarding the differences in 
American conditions and traditions, which will draw un- 
der its influence not only our 7000 national banks, but the 
12,000 other banks as well, and which will meet the needs 
of all sections of the country, and of the different inter- 
ests within those sections, this indeed is a formidable 
problem which would only be approached by men of 
optimistic beliefs and which can only be resolved through 
the confident codperation of men of intelligence every- 
where in the country. 








CONTROL OF THE CAPITALIZATION OF PUB- 
LIC SERVICE CORPORATIONS IN 
MASSACHUSETTS. 


Cc. J. BULLOCK. 


Control of capitalization is a highly desirable, if not 
an indispensable, concomitant of governmental regulation 
of the operation and charges of public service corpora- 
tions. Legislatures or commissions may act without re- 
gard to outstanding securities, and courts may pass upon 
the reasonableness of such action without considering the 
capitalization of the corporations affected by it. But it 
is clear that some problems can be greatly simplified and 
certain difficulties wholly avoided if our legislation pro- 
ceeds upon the principle of locking the door of the stable 
before the horse strays or is stolen. 

Massachusetts was the first state to undertake system- 
atic control of the issue of securities by public service 
companies, and her laws have been in force a sufficient 
time to afford a fair test of their wisdom and efficacy. 
The policy of the state has been generally approved by 
economists and publicists, and until recently has encoun- 
tered little criticism except from representatives of public 
service corporations. We have had, however, very little 
serious investigation of the subject; while there has been 
a tendency to make a fetich of the “anti-stock-watering 
laws”, and to suspect that sinister motives actuate anyone 
who casts doubt upon their sanctity or universal efficacy. 
For this reason, and in view of the fact that other states 
are beginning to legislate upon the subject, it seems worth 
while to invite attention to the policy pursued by Massa- 
chusetts. 

384 
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I. 


The general policy of Massachusetts has long been to 
require that shares in the capital stock of public service 
corporations shall be issued only for cash and at not less 
than their par value.’ Passing over the period when such 
matters were governed wholly by special charters, we 
find that in 1852 railroads were expressly prohibited from 
issuing stock for less than its par value,? and that a few 
years later the same restriction was placed upon all other 
corporations. *® Subsequent legislation has but strength- 
ened this requirement by iteration and reiteration, by 
express prohibition of stock and scrip dividends, and by 
creating state commissions to supervise public service 
industries and enforce compliance with the law.* 

That these statutes have never been violated in any 
degree, cannot be maintained ; that in one devious way or 
another organizers of companies have sometimes man- 
aged to secure a profit not contemplated or permitted by 
the law, is generally believed; but it cannot be doubted 
that Massachusetts has in the main succeeded in confining 


*Only manufacturing and mercantile corporations are allowed to 
issue shares for anything except cash, and that since 1875. Ch. 177 
of 1875. Under certain conditions water and aqueduct companies 
may take property in payment for shares. Ch. 380 of 1804. 

* Ch. 303 of 1852. 

*Chs. 167 of 1858 and 104 of 1859; General Statutes (1860), ch. 
68, sec. 9. In 1851 the general incorporation act for manufacturing 
corporations had prohibited these companies from issuing stock for 
less than par. Ch. 133 of 1851. 

“The present law may be found in the Revised Laws, ch. 109, 
secs. 19-28, and ch. 463 of 1906. Stock and scrip dividends were 
expressly prohibited by chs. 310 of 1868, 389 of 1871, 372 of 1874, 
and 350 of 1894. The railroad commission was created in 1869, and 
the gas and electric light commission in 1885. Directors of gas and 
electric light companies and of street railways are liable for debts 
contracted before the capital is fully paid in. Revised Laws, ch. 110, 
secs. 58-63; ch. 463 of 1906, part III, sec. 20. 
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stock issues of public service corporations to amounts 
representing approximately the actual money contributed 
by the stockholders. It is equally certain that the general 
results of this policy have been wholesome, and beneficial 
to the companies as well as the public. The public service 
corporations of Massachusetts have greater stability than 
they would have possessed if promoters and managers 
had enjoyed unlimited freedom in the issue of capital 
stock, and their securities bear a higher reputation as safe 
and conservative investments. After making all allow- 
ances and qualifications, it is a fact of great significance 
that the average capitalization of street railways in Mas- 
sachusetts in 1902 was ascertained by the census to be less 
than half the average capitalization of such corporations 
in the country at large.® 

But though the general results have been beneficial, it 
seems clear that at one point the law has been too rigid. 
The absolute prohibition of the issue of stock at less than 
par makes it difficult and sometimes impossible for an 
unsuccessful company to rehabilitate itself. Exceptional 
loyalty to a corporation and faith in its future are needed 
to induce stockholders to subscribe at par for shares 
worth at the time of issue very much less than that figure. 
Since 1902 Massachusetts corporations have been per- 
mitted to issue preferred stock,® and at least one public 
service company that was unable to find a market for its 
common stock has been able to raise the capital it needed 
by an issue of preferred. But this is practicable only 
~ * The average capitalization in the United States was $96,287 per 
mile of track; in Massachusetts it was $45,600. Report on Street and 
Electric Railways (1902), p. 51. Only states with an insignificant 
proportion of urban population showed a lower average than Massa- 
chusetts, while states having a similar proportion showed average 
capitalizations ranging from $103,267 to $177,532 per mile. 

*Ch. 441 of 1902. 
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where earnings show some surplus above operating ex- 
penses and fixed charges; and, unfortunately, there are 
companies, particularly street railways,” that cannot make 
such a showing. In these cases, after credit is impaired, 
no course is open except to await consolidation with some 
more prosperous company. 

For such mergers the law offers inducements that 
sometimes contrast strangely with the policy of the com- 
monwealth at most other points. Street railways, for 
instance, are permitted to consolidate subject to the ap- 
proval of the railroad commissioners; and the law pro- 
vides merely that in the process there shall be no increase 
in the aggregate issues of stock and bonds.* The result 
is, ordinarily, that persons controlling a prosperous rail- 
way buy up the entire stock of an unsuccessful company, 
presumably at a low price. This stock is then exchanged, 
on a share-for-share basis, for new stock of the prosper- 
ous company, and the aggregate capitalization is not in- 
creased. The railroad commission permits this® because 
it believes that the rehabilitation of unsuccessful com- 
panies is beneficial to the public. This it undoubtedly is; 
and, since the law makes such undertakings difficult or 
impossible in any other way, the general policy of the 
board is to be commended, even though in particular cases 
the profits from such operations have been excessive. But 
it is evident that the issue of new stock upon the share- 
~~ * About half of the Massachusetts street railways, chiefly the 


smaller ones, are paying no dividends; and not a few are barely 
earning enough to cover operating expenses. 

*Ch. 463 of 1906, part II, secs. 52 and 53. The laws governing 
consolidation of railroads and gas and electric lighting companies 
are somewhat similar, but not the same at all points. Chs. 392 of 
1906 and 463, part I, sec. 67. 

*In case of a foreclosure sale, the commission restricts the issue 
of new stock to an amount equal to the purchase price. Otherwise: 
exchange takes place upon the share-for-share basis. 
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for-share basis amounts to nothing more than its issue 
for less than its par value in cash, and that the law might 
just as well permit the thing to be done directly as to 
compel it to be done by indirection. It is clear also that a 
statute intended to safeguard the public interest may close 
the front door of the stable with such violence as to force 
the back door wide open. 

In fact, it would be better for the law to provide that 
a company which has reached the end of other resources 
should be allowed, with the approval and under the super- 
vision of the proper commission, to raise needed capital 
by an issue of stock at less than par. At present the 
stockholders in an unsuccessful company have no prac- 
ticable alternative but to sell their holdings to persons in 
control of some more fortunate concern, and it goes with- 
out saying that in such a forced sale they negotiate at a 
serious disadvantage. It is probable, also, that the present 
method of effecting consolidations has permitted railways 
earning larger profits than they considered it wise to dis- 
burse in dividends to purchase worthless lines and then 
distribute their surplus earnings over a larger capitaliza- 
tion. Finally, it should be said that such a method of 
distributing surplus earnings may be grossly unfair to the 
minority interests in the prosperous corporations. When 
a coterie of directors with a few of their friends purchase 
the stock of the bankrupt road and exchange it at par 
for new stock in their own company, it is evident that the 
earnings formerly withheld are now distributed to the 
few stockholders who were let into the deal, and perma- 
nently withheld from all others. One of the early consol- 
idations brought out a protest from the minority interest, 
and the railroad commission did not permit the new stock 
to issue until an adjustment had been made that was sat- 
isfactory to all parties. Similar protection would un- 
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doubtedly be given by the board in any other case, but the 
ignorance or apathy of small stockholders has allowed 
certain mergers to be carried through upon terms mani- 
festly unfair to minority interests. 


II. 


Naturally enough, restrictions upon indebtedness have 
accompanied restrictions upon the issue of capital stock. 
Usury laws have survived in the requirement that no cor- 
poration shall issue bonds bearing over seven per cent 
interest,’° and the further restriction of gas and electric 
lighting companies to bonds paying not more than six per 
cent per annum.’? Gas companies are expressly forbid- 
den to issue bonds at less than their par value,’* but the 
statutes do not prohibit other corporations from issuing 
bonds at a discount. This practice, however, is discour- 
aged by the railroad and the gas and electric light com- 
missions. 

These commissions have control of the amount of stock 
and bonds that railroad, street railway, gas, and electric 
lighting companies can issue, and they have consistently 
refused to permit a company to capitalize discount on 
bonds. This is upon the theory that the purpose of the 
law is to confine the capitalization of public service corpo- 
rations to the amount of money actually invested in their 
properties, and that discount on bonds cannot be consid- 
ered money thus invested. The result is that the compa- 
nies must either issue bonds at such rates of interest that 
bankers will purchase them at par, or issue them at less 
than par and in some way make good the discount. It is 
interesting to observe that at this point the policy of the 
commission is different from that followed by the New 
~ ® Revised Laws, ch. 73, sec. 3. 


* Revised Laws, ch. 121, sec. 10. 
3 Idem. 
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York Public Service Commission of the Second Dis- 
trict.1* 

Under the rulings of the Massachusetts Commission 
it is evident that a company would naturally prefer to is- 
sue bonds on such terms that they would sell at or about 
par. But this is not possible when the bonds put on the 
market in any year are part of a larger issue, the general 
terms of which have been arranged some or many years 
previous; nor in arranging future issues, to be sold in in- 
stallments when needed, is it possible to fix a rate which 
will enable every installment to find purchasers at par. 
Accordingly Massachusetts companies sell bonds at a dis- 
count when they must. They then make up the discount 
out of future earnings, or else endeavor to smuggle this 
item into estimates of construction work, purchased prop- 
erty, and other things which they are allowed to capital- 
ize. The accounts of some of the companies show that 
discount on bonds has been prorated over the period for 
which the bonds run, and money annually set aside from 
earnings sufficient to make up the amount at maturity. 
There are rumors that this item has been otherwise ad- 
justed by some corporations. 

When one considers that the actual rate of interest 
will be the same whether five per cent bonds are sold at 
par or four and one-half per cents are sold at a discount, 
it is hard to see why the commissions have ruled as they 
have. The important thing is that the companies secure 
the most favorable rates obtainable, and this is all that 
the commissions need have insisted on. Under their 
rulings, if bonds have to be sold at a discount the balance 
of the money needed for the work in hand is raised by 
short-time loans, and the company may actually pay a 
higher rate of interest on these loans than it would have 


* See opinion hereafter quoted. 
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had to pay upon bonds. By this method, then, the inter- 
est charges may be increased, while the short-time loans 
may at any time cause embarassment to the company. 

The borrowing power is further restricted by limita- 
tions upon the amount of what the law considers the per- 
manent debt. Following a principle long embodied in 
the laws relating to manufacturing corporations,’* the act 
of 1854, which authorized railroads to issue bonds, pro- 
vided that such issues should not exceed “the capital stock 
actually paid in.”’® Similar restrictions were subse- 
quently placed upon other public service corporations. 
Telegraph or telephone companies may not contract debts 
exceeding one-half of their capital stock ;1* gas and elec- 
tric light companies may not isssue bonds in excess of 
their capital actually paid in;!* and railroads and street 
railways may not issue “bonds, coupon notes, or other 
evidences of indebtedness payable at periods of more 
than twelve months from the date thereof”, to an amount 
exceeding their paid-up capital stock.** 

The wisdom of limiting the permanent debt to a certain 
proportion of the total capitalization is not open to ques- 
tion, and has never been the object of serious criticism. 
It is possible, however, that the proportion fixed for tele- 
graph and telephone companies is too low, and may have 
contributed to the removal of a large telephone company 
from the state. Railroad and street railway companies 
prior to 1908 found just cause for complaint in the re- 
striction of their bonds and coupon notes to an amount 


“The law required that the debts of such companies should not 
exceed the capital stock paid in. Ch. 53 of 1829; Revised Statutes, 
ch. 38, sec. 25. 

* Ch. 286 of 1854. 

“ Ch. 217 of 1851; Revised Laws, ch. 122, sec. 7. 

* Ch. 346 of 1886, sec. 3; ch. 371 of 1800; Revised Laws, ch. 121, 
secs. 10 and 12. 

* Ch. 463 of 1906, part II, sec. 48, and part ITI, sec. 108. 
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equal to the par value of their stock, whereas a con- 
siderable portion of that stock has been issued at sub- 
stantial premiums. Relief was given by a recent act of 
the legislature?® which authorized railroads and street 
railways”® to issue bonds and coupon notes to an amount 
equal to the par value of their capital stock plus “all cash 
premiums” paid into their treasuries on shares issued in 
accordance with a law enacted in 1894, which will be 
subsequently mentioned. 

A most singular fact remains to be noticed. While 
bonded debt has been limited very strictly, in a manner 
sometimes reasonable and sometimes arbitrary, practi- 
cally no restrictions have been placed upon the power of 
public service corporations to pile up floating debt.24_ In 
fact, unreasonable regulations at other points have in some 
cases compelled them to follow this line of least resistance, 
even when they would have preferred to finance their un- 
dertakings in a safer and more conservative way. Rail- 
roads and street railways can borrow all the money they 
please, and for any purpose, provided they make their 
notes payable in twelve months or some shorter period; 
other companies, in addition to this, can issue without 
restriction coupon or other notes running for several 
years, which may be somewhat safer than obligations 
payable within shorter periods but are often a source of 
embarassment to corporations. The commissions have no 
power to prevent a company from borrowing money for 
~ * Ch. 620 of 1908. 

* Gas and electric light companies made no complaint since they 
issue few bonds and are not restricted in the issue of coupon notes 
as railroads and street railways are. 

"There is a provision that any director or officer shall be liable 
to fine or imprisonment for voting to incur “any debt or liability 
except for the legitimate purposes of the corporation”, but, even if 


intended to meet this case, it seems to have been inoperative up to 
the present time. Revised Laws, ch. 109, sec. 28. 
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the payment of dividends, or for making good the ordi- 
nary depreciation of its property; and there is reason to 
believe that both of these things have been done in not a 
few instances. Apparently the state has been watching 
the front door of the stable so intently that it has for- 
gotten the very existence of the back door. 

In some cases resort to the back door has been abso- 
lutely necessary on account of unwise and unreasonable 
restrictions upon the use of the front door. A large rail- 
road was obliged to borrow money on its notes at eight 
per cent interest because it could not sell new stock at 
the high premium fixed by the railroad commission, and 
was unable to issue bonds in excess of the par value of 
the outstanding stock, even though part of that stock had 
been issued at premiums that had added many millions to 
the real capital of the corporation. Street railways, when 
beginning operations, have been obliged to issue notes 
running for twelve months or less, in order to raise the 
necessary working capital, because the commission does 
not permit the issue of stock or bonds for this purpose. 
It is not creditable to the state that public service corpora- 
tions should ever be put to such shifts. 

There is another class of cases in which part of the 
responsibility for unsound finance rests upon the managers 
of the companies. A corporation that has enjoyed fair 
credit and managed to pay dividends finds its earning 
power gradually or suddenly impaired. If dividends are 
forthwith reduced or suspended, as they should be unless 
the impairment is clearly seen to be due to temporary 
causes, the credit of the company suffers and the stock 
falls below par—perhaps very far below. As soon as 
this happens, it becomes impossible to raise capital for nec- 
essary improvements or extensions by the issue of stock, 
since the law provides that stock shall not go out except 
at par in cash; and the managers are therefore sorely 
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tempted to maintain dividends even though money has to 
be borrowed for that purpose. How often this has hap- 
pened is, of course, difficult to determine; but there is 
reason for believing that the practice is not unknown, 
and it is clear that at this point the ironclad prohibition 
of the issue of capital stock at less than par creates a sit- 
uation which encourages, if it does not compel, resort to 
unsound finance. 

In 1907 the capital stock and funded debt of the street 
railways of Massachusetts amounted to $132,619,000, 
while the unfunded debt was $21,228,000, or nearly one- 
sixth of the capital stock and funded debt. That this pro- 
portion of floating indebtedness is excessive, and a matter 
worthy of serious consideration, will be denied by no one 
familiar with the conditions and prospects of the street 
railways of the state. The steam railroads operating in 
Massachusetts in 1907 reported unfunded debts that 
amounted to less than one-tenth of their issues of stock 
and bonds; while all the roads reporting to the Inter- 
state Commerce Commission in 1906 showed “current lia- 
bilities” amounting to less than one-twelfth of their per- 
manent capitalization. It is impossible in this paper to 
consider what action the state should take to improve the 
condition of certain street railways; but that some action 
must be taken before long is hardly open to question. At 
certain points it may be necessary to make less onerous 
the conditions upon which stock and bonds are issued; 
in some cases an increase of fares may be inevitable; but 
when either or both of these things are undertaken some- 
thing should be done to insure thorough supervision, if 
not control, of the floating debts of the companies. 


III. 


Since 1894 the commissions have had control of the 
amount of securities that public service corporations can 





Capitalization of Public Service Corporations 395 


issue for any or all purposes. Only such amounts of 
stock and bonds can be issued as the commissions may de- 
termine to be “reasonably necessary” for the purpose 
for which they are authorized; and in the case of rail- 
roads and street railways the limitation extends to “cou- 
pon notes and other evidences of indebtedness payable at 
periods of more than twelve months” from the date of 
issue.2_ Railroads and street railways must apply to the 
railroad commission ; gas end electric light companies, to 
the gas and electric light commission; and telephone, tele- 
graph, aqueduct, and water companies, to the commis- 
sioner of corporations. 

To determine the amount of securities “reasonably 
necessary” in any case, the railroad commission is ex- 
pressly empowered,”* whenever “the public interests re- 
quire” it, to “employ competent experts to investigate 
the character, cost, and value” of the property of any 
company. The commissioner of corporations and the 
gas and electric light commissions are apparently expected 
to rely upon their ordinary office force. Corporations 
are explicitly prohibited from applying the proceeds of 
stock and bonds “to any purpose not specified” in the 
certificate obtained from the commissions; directors, offi- 
cers, and agents who knowingly issue securities in viola- 
tion of the statute are liable to punishment by fine or 
imprisonment, or both; and the supreme judicial court 
is given jurisdiction in equity, upon application of the 
commissions, the attorney general, or any interested per- 
son, to enforce compliance with the law. 

An inevitable incident of this control over the amount 
of a corporation’s capitalization has been control over the 
purposes for which securities shall be issued. In the 

™ Chs. 450, 453, and 462 of 1894; 337 of 1897; 463 of 1906, part II, 


secs. 65-68; Revised Laws, ch. 109, secs. 24-28. 
* Ch. 463 of 1906, sec. I. 
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theory of the law the purposes for which stocks and bonds 
may be issued are determined by special acts or the gene- 
tal corporation laws; and this implies that the commis- 
sions, in passing upon applications by the companies, shall 
withhold their consent in any case where the securities are 
for a purpose not authorized by law. In any event the 
commissions exercise that power; and since the statutes 
sometimes define in very general terms** the purposes 
for which securities may issue, a great deal is left to their 
discretion. 

Both the railroad and the gas and electric light com- 
missions refuse to permit securities to be issued for dis- 
count on bonds. Both refuse to recognize such an item 
as compensation for promoters, although under the head 
of necessary legal and engineering expenses these crafty 
but indispensable persons sometimes manage to secure a 
“living wage”. If they desire more than this they must 
purchase construction materials when cheap, and apply 
for an issue of securities when higher prices justify a 
higher estimate of the cost of construction work. In 
these and perhaps other ways it is rumored that a pro- 
moter’s profit of from ten to fifteen dollars per share is 
sometimes secured by methods involving no excessive 
strain upon a conscience of average sensitiveness. The 
railroad commission has apparently disapproved of the is- 
sue of stocks or bonds to provide working caiptal, but the 
gas commission permits this item to be included in a 
company’s original capitalization. In all of these mat- 
ters there has been more or less friction between the 
companies and the commissions. 

The issue of bonds at a discount has already received 
sufficient attention. The compensation of promoters is 


“Thus street railways are authorized to increase their stock and 
bonds for sixteen specific objects, and “for other similarly necessary 
and lawful purposes”. Ch. 463 of 1906, part III, sec. 103. 
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always a difficult question; but it seems clear that the 
promotion of solid enterprises is a legitimate and useful 
function for which reasonable compensation should be 
allowed, and it is better that such allowance should be 
made openly and directly than that it should be secured 
in other ways. The policy of the railroad commission 
in regard to working capital is not altogether easy to un- 
derstand. Nothing in the statutes seems to prevent the 
board from ruling that materials, supplies, and a bank ac- 
count are necessary for the operation of any business con- 
cern, and are, therefore, proper items to be included in its 
capitalization. Undoubtedly a company that has im- 
paired its capital by paying excessive dividends should 
not be permitted to issue stocks and bonds to provide new 
working capital. Reduction of dividends rather than 
capitalization of deficits is the obvious remedy for such a 
situation, and it is possible that the policy of the board 
was originally adopted to meet such cases as this. But 
with a new company or an established company that is 
enlarging its business the conditions are different, and 
there is no justification for a refusal to include working 
capital in the estimate of the necessary cost of the under- 
taking. Upon this point, as upon the questions of pro- 
moter’s compensation and the issue of bonds at a discount, 
a wiser and more reasonable policy has been adopted by 
the New York ‘Public Service Commission of the Second 
District.** 

* The decision of the Commission is so important that it should be 
quoted in extenso: “When the amount of the actual cost of the 
physical construction of the proposed road has been determined we 
are still far from having determined the amount of capitalization 
which should be allowed. There are many elements of cost attendant 
upon bringing into existence a new railroad additional to the cost 
of mere physical construction. Some of these elements may be 


enumerated as follows: (1) expense of organization, (2) incorpora- 
tion tax, (3) expense of obtaining a certificate of public conveni- 
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IV. 


The terms upon which a company may increase its cap- 
ital stock have constituted the most troublesome problem 
the state has encountered in its control of the capitaliza- 





ence and necessity, (4) preliminary engineering expenses, (5) ex- 
pense of procuring the authorization of issue of stock and bonds, 
(6) expense of marketing the securities, (7) discount upon the 
bonds provided they cannot be sold at par, (8) interest upon the 
bond issue during the period of construction and prior to the begin- 
ning of operations, (9) compensation of officers of the road during 
the construction period, (10) incidental expenses during construction 
period, (11) expense of obtaining local franchises and consents. 

In addition to the foregoing matters there should be provided 
upon the commencement of operation a fair and reasonable amount 
of working capital. The operation of the company can be conducted 
with far greater efficiency, more to the satisfaction of the public, and 
with better results to the stockholders, if it has at all times in its 
treasury a working capital sufficient and adequate to meet the re- 
quirements of the road. Experience has demonstrated this so many 
times that insistence upon it or elaborate demonstration of its truth 
is not required at this time. 

Another subject of great interest and importance is the compensa- 
tion, if any, to which the promoters of the enterprise should be 
entitled for their services. Promotion has been so extensively 
abused and has been so universally used as a cover for abuses in 
capitalization that it has come to be regarded as a term of reproach 
and as a device to work schemes of robbery upon the investing 
public. No reason is apparent why this should necessarily be so. 
The honest services of a capable promoter are indispensable to the 
flotation of every comprehensive and far-reaching scheme of devel- 
opment in the railroad world, or elsewhere. A clear vision to see 
opportunities, ability to demonstrate them to others, and energy to 
push to completion works untried but of great moment, are indis- 
pensable to material development and should be fairly and even 
liberally rewarded by the public which receives the benefit of those 
works. Such rewards, however, should be put upon a clear basis of 
business principle, should be of sufficient magnitude to encourage 
rather than to discourage enterprise, and should not be so great as 
to make an exorbitant demand which is perpetual in its nature upon 
the community to be served. They are to be treated simply as just 
payment for services performed for the corporation, which services 
are valuable and in many cases even indispensable. Such services 
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tion of public service corporations.2® Prior to 1871 the 
invariable practice seems to have been to permit new 
shares to issue at par, whatever the market value of the 
outstanding stock.27 But in 1871 a law was enacted?® 
which required a railroad to offer all new shares for sale 
at public auction when the outstanding stock was worth 
more than par. The purpose of this statute was evi- 
dently to force the sale of new stock at such premiums as 
the status of the companies: and general market condi- 
tions should enable it to command, and to abolish such 
things as stockholders’ “rights”. In 1873 the same re- 
quirement was placed upon street railway and gas com- 
panies.?® 

The wisdom of this action was vigorously assailed by 
the railroad commission in 1872.°° The board pointed 
out that the avowed policy of the state had been to allow 
capital invested in railroads to obtain a profit of ten per 
cent,*! if good management enabled the companies to 
should be paid for upon the basis of what they are fairly worth, 
having regard to all the circumstances of the case.” 

Opinion of the Public Service Commission of the Second District 
in regard to the application of the Rochester, Corning, Elmira 
Traction Company, pp. 11-12. 

*On the history of legislation concerning new stock issues see 


the Report of the Commission on Commerce and Industry (1908), 
pp. 57-60; Grosvenor Calkins, in Quart. Jour. of Econ., XXII, 


* Until 1870 railroad issues were authorized by special acts. In 
that year a general law was enacted which allowed all classes of 
corporations to offer new shares to stockholders at par, and to sell 
at public auction any shares not subscribed for. Ch. 179 of 1870. 

* Ch. 302 of 1871. 

* Chs. 39 and 305 of 1878. 

* Report of 1871, pp. XIX to XX. 

™ The early charters had expressly authorized profits of eight or 
ten per cent. The Revised Statutes of 1836 stipulated that tolls 
would not be reduced by the state below a figure yielding ten per 
cent on the capital invested. Ch. 39, sec. 83. This provision appeared 
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earn that amount, and showed that the new policy would 
reduce the return on new issues of stock to eight per 
cent, or even seven per cent, in the case of prosperous 
companies. This would be less than capital similarly in- 
vested in other states was permitted to earn, and the 
board raised the question whether the law of 1871 would 
not check railroad enterprises in Massachusetts and “di- 
vert their capital to other quarters”. 

Despite this criticism, the requirement that new stock 
be sold at auction remained in force until 1878, when it 
was repealed so far as railways were concerned.*? In 
1879 street railways were similarly treated,** but the act 
relating to gas companies was left unchanged. There- 
after until 1893 railroads and street railways were per- 
mitted to issue new shares to their stockholders at par; 
but, singularly enough, the corporations had no authority 
to sell stock at a higher figure except by offering it at 
auction. In certain cases, however, the legislature, by 
special acts, required a few railroads to raise additional 
capital by selling their stock at public auction.** 

In 1892 the Connecticut River Railroad undertook to 
increase its capital stock from $2,580,000 to $5,000,000 
by issuing 24,200 shares to its stockholders at par, and 
an act was passed by the legislature authorizing it to do 
so. The stock of the road was then selling at about $235, 
and the objection was at once raised that the proposed ac- 
tion amounted to declaring a stock dividend of more than 
$100 per share. Accordingly Governor Russell vetoed 
the bill which had passed the legislature, and the project 
was dropped. In most other states the matter would 
in the General Statutes of 1860 (Ch. 63, sec. 112), but was repealed 
by the general railroad act of 1874 (Ch. 372 of 1874, sec. 179). 

™ Ch. 84 of 1878. 


* Ch. 90 of 1879. 
™ See special message of Governor Russell, May 9, 1802. 
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probably have attracted little attention at that time. Un- 
doubtedly the stockholders proposed to cut and divide a 
melon of large size and excellent flavor; but, after all, 
the new stock was to be paid for in cash at the par value, 
and the proceeds were to be devoted to necessary improve- 
ments. Elsewhere it might have sufficed that the stock 
was to issue at par, but in Massachusetts the project was 
assailed as “indirect stock watering”. 

Interest in the question was not abated when, early in 
1893, the Connecticut River Railroad was leased to the 
Boston & Maine at a high rental after $1,290,000 of four 
per cent scrip had been distributed to the stockholders,*® 
the scrip dividend exceeding by $250,000 the entire sur- 
plus of the company. The immediate results were the 
enactment of a law regulating future issues of stock 
by railroads and street railways,** and the appointment of 
a joint-special commission to devise further methods of 
regulation.** In 1894 another law** brought all classes 
of public service corporations under the restrictions im- 
posed on railroads and street railways the previous year; 
while other enactments, described in earlier paragraphs, 
limited all future issues of stock and bonds to such 
amounts as the state commissions should consider neces- 
sary for the purposes for which they were authorized. 

The statutes thus enacted are known popularly as the 
“anti-stock watering laws”; we are now concerned only 
with those regulating the price at which new stock may 
be issued. They provided*® that when a public service 


* The terms of the lease were criticised by the railroad commission 
in its Report for 1893, pp. 24-26. 

* Ch. 315 of 1893. See special message of Governor Russell trans- 
mitting a memorial from boards of trade. 

™ For report of this commission see Sen. Doc. 67 of 1804. 


* Ch. 472 of 1804. 
” The law may be found in the Revised Laws, ch. 109, secs. 30 and 


31; and in ch. 463 of 1906, part II, secs. 69 and 70. 
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corporation increased its capital stock the new shares 
should be offered to stockholders at a price determined 
by the appropriate state commission.*® This price was to 
be “not less than the market value” of the shares, and in 
determining it the commissions were required to take 
“into account previous sales of stock of the corporation 
and other pertinent conditions”. In no case, however, 
were shares to be issued for less than par. In case any 
part of an issue was not subscribed for by the stockhold- 
ers at the price thus fixed, the corporation was author- 
ized to sell such shares to the highest bidder at public auc- 
tion, but at not less than the par value. And finally, in 
case the new issue did not exceed four per cent of the 
existing capital stock, the corporation was permitted to 
sell it at public auction without undertaking to offer it toe 
stockholders. 

The purpose of the law was clearly that new stock 
should be issued at its market value, either as fixed by the 
commissions or by sales at auction. The auction sale 
would evidently make stockholders’ rights worth nothing ; 
and the commissions, naturally enough, acted upon the 
theory that in authorizing issues to stockholders they were 
expected to fix prices that would accomplish the same re- 
sult. The law provided that in determining prices the 
commissions, besides considering “previous sales of 
stock”, should take into account “other pertinent condi- 
tions” ; and thus it was possible to make allowance for the 
fact that a new issue of considerable size would tend to 
depress the price somewhat below current market quota- 
tions. The outcome was that issues were usually author- 
ized at prices a little less than those of the last recorded 
sales, but only enough less to allow for the natural effects 

“ Railroads and street railways apply to the railroad commission ; 


gas and electric light companies, to the gas and electric light com- 
mission ; and other corporations, to the commissioner of corporations. 
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of the increase of the stock. For this the commissions 
were sometimes criticized, but the history of the law, as 
well as its plain requirement that stock should not be is- 
sued at less than its market value, seems to support the 
interpretation they placed upon it; and it is certain that 
they would have encountered more criticism, although 
from a different quarter, if they had followed any other 
policy. 

If, then, a corporation wished to raise $1,000,000 by 
increasing its capital stock, and the commission to which 
it applied believed that the shares could be sold at a price 
of $200, permission would be granted to issue but 5000 
shares. Nothing short of omniscience could have ena- 
bled the boards to comply perfectly with the intention of 
the statute. Sometimes they fixed prices that made stock- 
holders’ rights fairly valuable and enabled the issues to 
be fully subscribed, but at other times they named prices 
that proved prohibitive. Two issues by railroads were 
fully subscribed at prices of $215 and $190, but a third 
failed at a price of $165. No other railroads applied for 
issues to stockholders, the companies preferring to sell 
stock at auction in amounts less than four per cent of 
the outstanding capital, or to meet their requirements by 
issuing bonds. On the other hand 207 applications were 
made by street railways for authority to issue stock to 
shareholders. In 153.of these cases the shares were al- 
lowed to go out at par, since it appeared that the market 
value did not exceed that figure; and in 54 the stock was 
issued at a premium.*! No complete data are at hand for 
gas and electric light companies, but it appears that stock 
issues were fully subscribed in some cases at the prices 
fixed by the commission, and that in a few instances prices 
were placed so high that issues were not taken by stock- 


“See Report of Commission on Commerce and Industry, p. 66. 
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holders. The water and telephone companies, which fall 
under the jurisdiction of the commissioner of corpora- 
tions, are now small concerns,*? and no cases have yet 
arisen where the available data enabled him to fix a price 
higher than par. 

The argument by which the laws of 1893 and 1894 are 
generally defended is that public interest demands that 
the shares issued when a corporation increases its stock 
should be confined to the number absolutely needed to 
raise the capital that may be required. To permit the is- 
sue of a larger number is “indirect stock watering”, and 
imposes upon the community a heavier charge for divi- 
dends than can be justified.** When, therefore, the stock 
of a public service corporation is worth more than par, 
new shares should be issued only at a premium; so that 
the public, and not the stockholders, may reap the benefit 
of the high market value. When first advanced, this 
sounded reasonable, and the Connecticut River episode ap- 
peared a conclusive demonstration of its truth. The 
“anti-stock watering laws” soon became a popular fetich, 
and he who questioned their expediency was deemed a 
citizen of at least doubtful desirability. Yet experience 
at length showed that some modification of the law was 
absolutely necessary, and in 1908, upon the recommenda- 
tion of a special commission, an amendatory measure was 
enacted. 

In the first place it is beyond question that the law 
checked investment in railroads. Between 1893 and 
1907 no new lines were constructed, only 102 miles of 
second, third, and fourth track were built, and construc- 


“The larger telephone companies have left the state on account 
of restrictions on capitalization and some other regulations. 

“ This argument is best formulated in the special message of Gov- 
ernor Russell, above referred to, and the memorial accompanying 
the message of 1893. 
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tion was practically confined to the building of sidings. 
Some improvements were made, but it is generally agreed 
that the Massachusetts railroads have not kept up with the 
times, and now need to expend large sums of money in 
order to supply the facilities that the public demands. 
The roads finally came to the end of their resources, and 
some change was imperative. More than one cause may 
have contributed to this condition, but no small share of 
the responsibility falls to the law of 1893. 

With street railways the case is not quite so clear. 
There has been since 1890 a rapid development of elec- 
tric roads, but this was usually the work of new compa- 
nies issuing shares at par or of old companies the stock 
of which did not yet command high premiums. For 
many years, therefore, the wisdom of forcing out stock 
at premiums was not put to the test; and it is only re- 
cently that difficulties have arisen. Many of the compa- 
nies are now in such condition that it is not a question of 
selling stock at a premium but of inducing anyone to take 
new issues even at par, and some of the larger and more 
prosperous railways are facing large expenditures which 
they could hardly have financed under the law as it stood 
a year ago. In the opinion of a recent commission, the 
law of 1893 was not encouraging and was probably re- 
tarding the development of street railways. The situa- 
tion of the gas and electric light companies is in many 
respects peculiar and cannot be considered in this paper. 

One feature of the law which proved vicious in practi- 
cal operation is the requirement that if an issue is not 
fully subscribed by stockholders the shares remaining un- 
sold shall be offered at public auction. This always 
raises the question whether a stockholder would better 
subscribe for the shares when first offered at a price set 
by a commission, or refuse to subscribe and take the 
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chance of purchasing at auction at a lower figure. When 
an issue is only partiaily subscribed, the directors of a 
company confront a most unpleasant question. Some of 
the stockholders, presumably those most loyal to the com- 
pany, have already purchased stock at a price apparently 
higher than the market value. Shall others, who pre- 
ferred to await an auction sale, be given the opportunity 
to purchase the rest of the issue upon the more favorable 
terms the auction will probably establish? The injustice 
of such an arrangement has sometimes impressed direc- 
tors so strongly that they have not tried to dispose of the 
shares which stockholders have left on their hands, and 
have borrowed money in order to meet pressing require- 
ments. 

To the auction sale there is the further objection that, 
if a large issue is offered, the price of the shares may be 
greatly depressed, while there is no possibility of guaran- 
teeing a minimum price by having the issue underwritten. 
This fact alone might well discourage a company in good 
credit from undertaking large enterprises entailing con- 
siderable increase of capital stock. There is also the pos- 
sibility that resort to an auction sale may lead to a change 
in the control of a corporation. This consideration may 
not be so weighty as the other just mentioned, but it may 
be sufficient to discourage large undertakings. When 
stockholders are given no alternative but to buy stock in 
their own corporation at a high premium fixed by a com- 
mission, or to go into an auction room and bid against 
outsiders for control of their own company, they may 
readily decide that it is best to leave well enough alone 
and seek other investments for their money. If this fea- 
ture of the law had been intended to destroy the ordinary 
inducements to develop the business of an established cor- 
poration, it could not have been better contrived for that 


purpose. 
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Another thing fully established is that in requiring the 
commissions to fix the prices at which shares might be 
offered to stockholders the law imposed a most difficult 
and disagreeable duty upon the boards. Under favorable 
conditions expert financiers find it difficult to predict how 
many points the price of a security will be depressed when 
the issue is largely increased, and in an uncertain market 
accurate prediction is absolutely impossible. Yet this is 
the precise task which the,commissions must perform, 
under unfavorable conditions as well as under favorable. 
Standing between the companies and the public, their po- 
sition is difficult at best, and seldom more so than when 
they are obliged to determine the price at which stock may 
issue. If they name a figure that proves too high, they 
are straightway accused of incompetence; if they name 
one that proves too low, they may be accused of incom- 
petence and perhaps something uglier if not shorter. 
In a rising market their task is somewhat easier, since 
stockholders may subscribe for shares at very high prices 
if there is a prospect of subsequent increase; but in a fall- 
ing market nothing short of omniscience would be ade- 
quate for the task. In Massachusetts the situation is 
made worse by the fact that the market for most of the 
issues is a narrow local market, in which the prices cur- 
rent represent a very small volume of transactions. If on 
sales of ten, twenty, or fifty shares a price of $180 is es- 
tablished for a given stock, the cry of “stock watering” 
may be raised if a commission fixes $150 as the price at 
which twenty, thirty, or forty thousand shares may be 
issued. What would happen if an issue of a million 
shares should be asked for can only be conjectured, be- 
cause corporations are “regulated” out of the state before 
they become large enough to ask such embarassing ques- 
tions. Men who care nothing about their positions, and 
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less than nothing about their reputations, might perform 
cheerfully such a duty as the law imposed upon the com- 
missions; others inevitably approach it with the utmost 
reluctance. 

So much for the practical working of the law of 1893; 
the theoretical objections remain to be considered. The 
first is that for new investments involving unknown risks 
the law practically limited the return to a figure appro- 
priate for investments of known value and solidity, but 
inadequate for any others. If a company conducting a 
business of known volume and character establishes its 
ability to pay regular dividends of six per cent, inves- 
tors may purchase its shares at $150, thereby accepting an 
interest rate of four per cent. If the company then in- 
creases largely its capital stock in order to increase its 
business, an unknown risk is substituted for a known; and 
if the capital is needed for improvements necessary to 
meet new conditions but not certain to increase immedi- 
ately the earning power, the risk attending the investment 
is very greatly increased. If the commissions were en- 
dowed with omniscience, they might take all this into 
account, and fix a price for new issues that would make 
full allowance for the risk assumed. But in practice they 
inevitably consider chiefly the current quotations for the 
outstanding stock, and make but slight allowance for 
“other pertinent conditions”. No different result could 
be expected to follow from the requirement that new 
shares shall issue at “the market value”. Under it the 
return on new undertakings was limited to practically 
four, four and one-half, or five per cent, and investment 
in the stock of Massachusetts corporations was seriously 
checked. For small additions and extensions, involving 
slight risk, stock could be issued in limited quantities; but 
it was absolutely impossible to finance large enterprises 
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upon an interest basis hardly exceeding the rate paid on 
savings bank deposits or first-rate corporation bonds. 

The second objection is that the law was inconsistent 
with the avowed policy of the state in respect to public 
service corporations. Through commissions and other- 
wise Massachusetts has undertaken to control the charges 
and service of these companies, and it must be evident that 
forcing the issue of stock at high premiums may make 
such control difficult or even impossible. If a corpora- 
tion is paying eight per cent dividends and the state forces 
it to issue new shares at a price of $200, the legislature 
and the commissions are thereafter estopped from reduc- 
ing charges below a figure that will enable a company to 
pay eight per cent on its outstanding stock. By forcing 
the issue at $200 the state virtually creates a new par by 
which the reasonableness of the companies’ charges 
should be determined. If those charges were excessive 
at the time of issue, they should have been reduced, and 
the price of the new shares should have been adjusted 
to a lower rate of dividend. The investor knows that the 
state undertakes to regulate charges, and when a commis- 
sion fixes $200 as the price of a new issue, he has the 
tight to assume that the established dividend of eight per 
cent is not unreasonable. The difficulty might be avoided 
by an express declaration that the investor has no right 
to assume that the commission is doing its duty under the 
law, and that the power is reserved to reduce dividends 
whenever the commission feels inclined to perform its 
proper functions; but this would not be likely to produce 
an overwhelming demand for stock at a premium of $100. 
In common decency, if not in law, the issue of shares at 
high premiums fixed by agents of the state virtually guar- 
antees existing dividends from subsequent reduction either 
by the legislature or the commissions. 
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The legal aspects of the matter may not be so clear. 
Outstanding securities are not necessarily accepted by the 
courts as the basis for determining whether charges pre- 
scribed by legislatures or commissions are to be deemed 
confiscatory. But under the conditions created by the 
law of Massachusetts, courts might readily hold that per- 
sons who purchase stock at prices fixed by the state or 
its agents are entitled to at least the ordinary rate of in- 
terest, provided good management enables a company to 
earn it. When stock is sold at auction, and not at prices 
fixed by a commission, the situation is somewhat differ- 
ent; and the probable attitude of the courts is more diffi- 
cult to predict. But the equities of the case are hardly 
changed, since the purpose of the auction requirement is 
to force the sale of shares at such premiums as the estab- 
lished rate of dividend will induce investors to pay; and 
an investor is fairly entitled to assume that the state com- 
missions are performing their duties, and the existing 
charges are not considered unreasonable. 

In view of these considerations and upon the recom- 
mendation of a special Commission on Commerce and In- 
dustry, the legislature in 1908 amended the law governing 
the issue of new stock by railroads and street railways.** 
The amendatory act provides that a company, when in- 
creasing its capital stock, shall “offer the new shares pro- 
portionately to its stockholders at such prices, not less 
than the par value thereof, as may be determined by its 
stockholders”. If it had stopped here, railroads and street 
railways would now be able to issue new stock at par or 
at such higher prices as the directors might determine. 
But it further provides that the railroad commission “shall 
refuse to approve any particular issue of stock if, in the 
opinion of the board, the price fixed by the stockholders 


~ “Ch. 636 of 1908. 
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is so low as to be inconsistent with the public interest.” 
The act, finally, left unchanged the provision that issues 
not exceeding four per cent of the existing capital stock 
may be sold at auction without being offered to stock- 
holders, and that shares offered to stockholders and not 
subscribed for may then be sold at auction. 

The amendment was obviously intended to make the 
conditions imposed upon the issue of new stock somewhat 
more liberal to investors. The old requirement that 
shares must be offered to stockholders “at not less than 
the market value” was stricken out, and the obvious in- 
ference is that they may now issue at something less than 
the market value. Under the former requirement the in- 
tention of the law was that stockholders’ rights should be 
worth nothing; under the present, the obvious intention 
is that they shall be worth something. How much they 
shall amount to will depend ultimately upon the railroad 
commission, which is left to wrestle with the interesting 
but difficult question,—What is meant by a price of issue 
so low as to be inconsistent with the public interest ? 

Upon the answer given to this question depends the 
success or failure of the law of 1908. The board is in- 
deed relieved of the unpleasant duty of fixing the exact 
price at which stock must be offered to shareholders, and 
this is a decided gain; but in its power to refuse approval 
of new issues at prices fixed by the companies, it has 
power to encourage or discourage investment in Massa- 
chusetts corporations. In the cases which have thus far 
come before it, the board apparently has laid down the 
principle that the law now sanctions the issue of stock at 
prices that give some value to stockholders’ rights, but 
that a price will be considered “inconsistent with the pub- 
lic interest” if it makes the rights more valuable than is 
necessary to ensure the subscription of the needed capital. 
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The “bearing” of this principle, as Mr. Bunsby might 
remark, depends on the application of it by the board to 
particular cases. If the commission recognizes that stock- 
holders’ rights are among the ordinary inducements that 
lead capitalists to invest in the stock of corporations, that 
the value of such rights should depend upon the risk in- 
volved in investment, and that it is more important to 
secure necessary facilities for the public than to confine 
investors to a bare return of four or five per cent, all may 
go well.” If, on the other hand, it proceeds upon the 
theory that capital will eagerly seek investment in the 
stock of corporations upon the chance of earning a maxi- 
mum profit of four or five per cent, the development of 
transportation facilities will continue to be impeded and 
the unsatisfactory conditions of recent years will surely 
continue. In justice to the board it should be remembered 
that its attitude must necessarily be determined very largely 


by public opinion, since it is the servant of the public. In 
last analysis, then, the future of the transportation inter- 
ests of Massachusetts depend upon the willingness of the 
people to allow capital invested in the stock of railroads or 
street railways to earn something more—and considera- 
bly more—than the savings-bank rate of interest. 


V. 


Public control of public service corporations is definitely 
established in Massachusetts, and will never be abandoned. 
Control of capitalization is accepted as indispensable. and 
has accomplished many desirable results. The require- 


“On the day after this was written the commission decided to 
permit the Boston Elevated Railroad to issue 66,500 shares at a price 
of $110. The stock sold on that day at $129, but on sales of only 
120 shares. The company is undertaking large improvements which 
may not increase immediately its earning power, and the commis- 
sion evidently took the reasonable position that liberal terms were 
necessary. : 
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ment that the securities issued by a public service com- 
pany shall represent actual investment in its property has 
proved sound in principle and beneficial in practice. Dif- 
ficulties have arisen, however, in the application of this 
principle, and mistakes have been made that have cost the 
state dear, and may cost still more dearly before they are 
corrected. Particular requirements of the law are arbi- 
trary and unreasonable, a few of the policies of the com- 
missions are open to the same criticism, and the people 
have sometimes shown more zeal than wisdom in the reg- 
ulation of the corporations. For all of these things no 
small share of the responsibility rests with some of the 
public service companies, since the mistakes have com- 
monly arisen from justifiable efforts to prevent the repe- 
tition or continuance of definite abuses. 

In confining my study to a single state and dealing 
somewhat minutely with details of law and administra- 
tion, I have been actuated by the conviction that attention 
to such details is vital to any plan of public regulation, 
and the thing most needed in scientific discussion of the 
subject. I have been influenced, too, by the further con- 
sideration that since Massachusetts has been engaged in 
her task longer than any other state, her experience 
should prove peculiarly instructive. In its general feat- 
ures her policy may well serve as a model, but she has 
made errors in detail which other states should be careful 
to avoid. 

Of the larger questions involved the most difficult is 
that of the terms upon which successful corporations 
shall be permitted to increase their capital stock. Issue 
at the market price surely discourages investment and 
may defeat proper regulation of charges ; issue at par may 
sometimes afford excessive gains and cause public discon- 
tent; issue under the terms of the act of 1908 may be a 
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satisfactory solution if the railroad commission exercises 
its veto power with discretion. Here, as elsewhere, the 
people need to consider that securing adequate service is 
just as important as regulating the profits of investors; 
and that the policy of regulation will fail just as surely 
if it leads to industrial stagnation as it would fail if it tol- 
erated dishonest management and extortionate charges. 
For Massachusetts to fail at either point might seriously 
prejudice the cause of public regulation in the eyes of the 
entire country. 





CAPITALIZATION OF CORPORATIONS—DIS- 
CUSSION. 


F. J. Swayze: We have not had in New Jersey the 
difficulties which Professor Bullock has spoken of as aris- 
ing under the Massachusetts statute. We have been, per- 
haps, too liberal in our laws, allowing corporations to is- 
sue stock for property, when it is often done at a gross 
overvaluation; but the statute provides, and the courts 
have always, where a proper case has been presented, in- 
sisted that the stock should represent money or money’s 
worth. The great difficulty presented is not with the le- 
gal principles involved, but with the proof, and it is, gen- 
erally at least in a case of any importance and always after 
the lapse of time, exceedingly difficult to prove the fact of 
overcapitalization. I was myself counsel in the chief 
case in this state in which the promoters of a corporation 
were made to pay a considerable sum to a receiver on ac- 
count of their stock liability, but the litigation was a very 
long and expensive one, and would not be open to the 
ordinary litigant. The consequence has been that a feel- 
ing has grown up among many thoughtful men that the 
true solution of the difficulty is not to put corporations in 
a strait-jacket, for, when they require money they must, 
as Professor Bullock’s paper has shown, accede to the 
terms upon which lenders are willing to advance the 
money. Some of us have come to think that the true so- 
lution is that suggested by Governor Stokes in his last an- 
nual message,—to allow corporations to issue stock that 
shall represent what the fact really is, the fractional share 
of the assets of the corporation to which the particular 


stockholder is entitled, and specify no par value what- 
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ever. This would leave the stock to find its value in the 
market, as in fact it does under our present system, and 
would avoid the difficulty of imprinting upon the stock 
what may be false. A difficulty might, of course, arise, 
if this method should be adopted, when it comes to deter- 
mine what are reasonable rates, but I don’t know that this 
difficulty is any greater than that which is presented by 
the present situation. The truth is, I think, that the de- 
termination of rates bears a very remote relation to the 
capitalization of the corporation. It depends upon a 
great many considerations, and is largely a matter of his- 
torical growth, or of custom, a reasonable rate being that 
which people are accustomed to pay, or what is deemed to 
be fair. And in the case of railroad rates, where the 
question is so extremely complicated that a rate which 
might produce no returns, and not eyen the bare cost of 
doing the business, may, in special instances, be a per- 
fectly fair rate, while in instances of other commodities 
a rate which bears a very large proportion to the cost of 
the service, and the returns from which are lucrative to 
the corporation, may still be deemed reasonable by those 
who have the bills to pay. I am quite skeptical as to the 
ability to determine by any mathematical formula the rea- 
sonableness of any rate when the question is at all compli- 
cated, as it necessarily is in the case of railway rates. 
To my mind, such work as can be done by the public au- 
thorities must largely be done in the direction of collective 
bargaining. The case may possibly be different with gas 
companies and electric light companies, or where the com- 
modities supplied are few in number and the place in 
which the company operates is comparatively narrow, but 
even in such cases it would be difficult to adopt a mathe- 
matical formula based upon a percentage ,of the capital 
invested. 
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We have recently had occasion in New Jersey to pass 
upon the reasonableness of charges for water, and one of 
the questions which we had to consider was the reason- 
ableness of expenditures made, not for the immediate 
needs of the service, but with a view to the probable fu- 
ture expansion. 

If a mathematical formula is not to be adopted, and if, 
as the decisions of the courts heretofore seem to indicate, 
considerations such as I have suggested are to apply, it 
becomes of little consequence whether we issue stock with 
a par value, or whether we merely indicate that a certifi- 
cate represents a fractional share of the corporation. 


Mito R. Mattsie: Although Professor Bullock does 
not definitely state that he would favor a repeal of the 
provisions of the Massachusetts law making it impossible 
to issue securities below par, he indicates that the plan is 
at least worthy of discussion. In my opinion, it would 
be exceedingly unfortunate for Massachusetts to take this 
backward step, and I am surprised to hear that anyone 
seriously recommends it, as this is one of the provisions 
which seems to be generally approved not only by the pub- 
lic but by Massachusetts corporations themselves. It has 
been upon the statute books for many years, and is a 
principal reason why overcapitalization in the Bay State 
has not been so rampant as elsewhere. It is interesting 
to contrast the street railway situation in New York with 
that of Boston or any other Massachusetts city. It is 
beyond question that the statutory limitation has pre- 
vented many of the evils from which we have suffered 
and are now suffering in New York. 

Furthermore, it has not prevented the development of 
private corporations. The gas, electric light, and street 
railway companies of Massachusetts are as progressive 
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as those of any other state of the Union. Their lines 
have been extended in a way surpassed by no state, and in 
the main the corporations are in a healthy condition and 
prosperous. 

The difficulty, apparently, which seems to affect Profes- 
sor Bullock so greatly is that certain corporations found 
it exceedingly difficult to issue securities at par during the 
past year and a half. But what corporation did not find 
it difficult to do so? The universal trouble was due not 
to the law but to the commercial conditions and to the 
financial panic from which we are just emerging. It is 
possible that if there had been no restriction upon the price 
at which securities could be sold, it would have been eas- 
ier for corporations to dispose of them, but that is not 
the only solution, and it would seem exceedingly unwise 
to recommend the general adoption of a plan which is 
suited to abnormal conditions only and which is unneces- 
sary except perhaps occasionally. 

However, if a corporation finds it difficult to issue its 
stock at par under normal conditions, why is it necessary 
to allow it to sell below par? By so doing the earn- 
ing capacity of the company is not affected beyond the 
amount of money actually invested; that is, the financial 
status of a corporation is determined not by the securities 
which it issues but by the amount of money actually in- 
vested and the earning ability of the investment. If 
stock of a par value of $1,000,000 is issued for $500,000 
cash, it does not mean that the company will earn a profit 
upon $1,000,000 any more than it does if the par value of 
the stock had been made $500,000 and it had been dis- 
posed of at par. Furthermore, the stockholders will not 
receive a greater amount upon their investment. They 
will receive the same in any case, and the fact that the 
par value of their stock is twice the investment will not 
of itself make profits. 
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If it is necessary to give certain stockholders a prefer- 
ence over others, it does not follow that the only remedy 
is to allow stock issued to these holders to be sold below 
par. Preferred stock of various classes may be issued, 
and there are various other ways of reaching the same re- 
sult; one is not forced to adopt the plan of selling stock 
below par. 

As long as stock bears the dollar mark—it may be 
wise to remove the dollar mark entirely—it should mean 
something. It is pure misrepresentation to allow corpo- 
rations to issue stock each share of which bears upon its 
face a certain value which is wholly fictitious and which 
has no relation whatever to the actual investment. People 
generally assume that $100 in stock represents an invest- 
ment of $100, and if there were not this general suppo- 
sition, which of course is often erroneous, there would not 
be the clamor that there is from certain quarters for per- 
mission to issue stock below par. As long as the dollar 
mark remains upon stock, let us be honest and straightfor- 
ward and require that it shall be issued only for what it 
is supposed to represent. 

It is impossible, in the few moments allotted to me, to 
discuss the sale of securities by public bidding. “Auction 
clauses”, a phrase familiar to every gas man in Great 
Britain, have been in operation for more than a generation 
in many English cities. They work exceedingly well, 
and are so satisfactory that many corporations in Great 
Britain would strenuously oppose their repeal. Before 
one demands that the whole idea shall be thrown over- 
board simply because a few features adopted in Massa- 
chusetts have not proved satisfactory, he should carefully 
study English experience. In my opinion, certain 
changes ought to be made in the Massachusetts law, but 
to claim that the whole idea is wrong indicates that the 
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matter has not been carefully studied, and the experience 
of other countries and states where it has been tried has 
not been carefully investigated. 

The argument is frequently made not only against the 
Massachusetts system, but against every form of pub- 
lic regulation and control, that it will drive out capital. 
It is undoubtedly true that whenever a state enacts laws 
which render it impossible for financial manipulation to 
continue that certain individuals who often control large 
sums of money will be forced to look elsewhere for a suit- 
able field of operation. If this is an objection, the same 
argument could be urged against many meritorious meas- 
ures. Laws against jerry-building, child labor, and piracy 
drive out capital and make certain occupations impos- 
sible, but no one seriously considers this fact as an argu- 
ment against such laws. Piracy in corporation manage- 
ment is not only injurious to the individual but has imper- 
illed the health of the state, and the loss of those indi- 
viduals who promote such enterprises is a gain to a com: 
munity. 

Furthermore, when public service corporations are put 
upon a sound basis, investment capital will be attracted to 
them. Under the conditions that have existed in some 
states, the investor has been driven to other fields because 
of the improper methods that have been adopted. He 
~vill be induced to return when conditions are made stable 
and when it has become impossible for a corporation to 
be so manipulated as to deprive him of his investment or 
a fair return thereon. This is not theory alone, for the 
experience of England has clearly shown that, under pub- 
lic regulation and control, manipulation has ceased and se- 
curities of public service corporations have passed from 
the speculative to the investment class. Again, public 
regulation is spreading throughout the United States, and 
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as state after state enacts laws providing for stringent 
supervision of financial matters, the opportunity for the 
manipulator to follow his calling will be greatly reduced, 
and finally removed entirely. Capital will then go natu- 
rally where it is most certain of a fair profit. 


E. D. Duranp: The Bureau of Corporations, with 
which I am connected, has not formulated any definite 
policy or views on the subject of capitalization. 

The paper of Professor Bullock is particularly valuable 
as showing the difficulties which arise in any attempt to 
regulate capitalization. Those difficulties, moreover, are 
much greater when a state or the federal government 
seeks to introduce regulations where they have previously 
been absent. Massachusetts has had regulation continu- 
ously, and there has been less opportunity for vested 
rights to become established than elsewhere. Where cor- 
porations have been allowed to overcapitalize, and the 
earning power has been such as to cause the stock to sell 
at a price representing more than the actual investment, 
innocent purchasers at such higher price feel themselves 
wronged if, by any regulation of charges or prices or of 
capitalization, their stocks are reduced in value below the 
purchase price. While in the case of some public service 
corporations it might very properly be held by the general 
public that such investors took their own risk of regula- 
tion when they bought their stock, it is scarcely likely that 
the courts or legislatures will be disposed in general to 
disregard vested interests of this character, and any prop- 
osition to regulate prices and charges with sole reference 
to the actual investment is scarcely feasible from the po- 
litical standpoint. 

Difficulties with regard to capitalization are conspicu- 
ous in the case of such corporations, especially railroads, 
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as are likely to desire to combine with other corporations 
in the future. The adjustment of the capitalization in 
the case of such combinations, if such stringent rules 
as exist in Massachusetts are applied, can hardly be 
done without injustice. Take, for instance, a corpora- 
tion which is undercapitalized, either in the sense that its 
capital is less than its actual investment or that it is less 
than the capitalization of its earning power at the nor- 
mal rate. If such a corporation desires to combine with 
another which is not undercapitalized, or which is actually 
overcapitalized, the enforcement of the rule that the ag- 
gregate amount of the stock issued as the result of the 
combination shall not be greater than the amount previ- 
ously outstanding will work a hardship. One suggestion 
which has been made to avoid this difficulty is that any 
undercapitalized corporation (even if the undercapitali- 
zation be merely with reference to earning power and 
market value of the stock and not to actual assets) should 
be permitted to issue additional stock, without additional 
investment within a certain time after the passage of the 
act regulating capitalization, so as to make the total stock 
of such corporation equal to its value as a going concern, 
thereby reducing the market price of the stock substan- 
tially to par. Such a permission would, of course, have 
to be restricted as to the time within which the addi- 
tional stock should be issued, since otherwise, in the case 
of a corporation enjoying monopolistic profits, the in- 
crease in such profits after the passage of the law would 
become a basis for capitalization, which is precisely what 
is not desired. In other words, assuming that it is neces- 
sary to permit the capitalization of such vested interests 
as exist today, the law should so arrange as to prevent 
the future development of further vested interests and the 
capitalization of future increase in earning power. 
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W. Z. RipLtey: While without doubt the restrictive 
policy of Massachusetts has many disadvantages, a com- 
parison of the capitalization of its public service compa- 
nies with those of other states affords clear evidence of 
the protection to investors and security for the public 
against overcapitalization. Some details in the law, such 
as the sale of stock at public auction, may properly be 
criticised. There is also little doubt that the law has been 
somewhat too strictly enforced. The obtaining of capital 
for development has been rendered somewhat too difficult. 
Yet, on the other hand, the principal difficulty under 
which companies like the Boston and Maine are at present 
suffering is of their own creation. Had the Boston and 
Maine Railroad properly withheld distribution of a part 
of its earnings in the form of dividends and reinvested 
them in the form of improvements and additions to their 
plant, the present crisis in its affairs need never have 
occurred. The recent liberalization of the Massachusetts 
statute is probably fitting and proper under the circum- 
stances, but to reason that because a law has been some- 
what too strict the principle of it is thereby wrongful, 
would be wide of the mark. On the whole, we are very 
much better off than are states like New York and New 
Jersey, where no limitation whatever is placed upon 
capital issues. 


R. T. Ety: I think it would be well in this connection 
to say something about our Wisconsin practice. As you all 
know, the public utilities in Wisconsin are under the con- 
trol of our railroad commission. So far as I can gather, 
our commission makes accuracy of measurements the first 
consideration. This was the first thing insisted upon 
when the Madison Gas and Electric Company’s case was 
brought before the commission, on a petition for a reduc- 
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tion of rates. It was decided that meters and all meas- 
urements must be first of all scientifically accurate. The 
next step was to prescribe quality. I think, generally 
speaking, it would be held by the commission that quality 
of service must come before reductions in rates. There 
seems to be good reason for this order of procedure. We 
cannot tell what is a reasonable rate until we have accu- 
racy of measurements and satisfactory quality. This 
would hold with regard to railway rates generally. - 

From the first, also, our Wisconsin commission at- 
tached great importance to physical valuation, for this is 
one measure of value and measure of value is a factor in 
determining reasonable rates. Physical valuation is one 
element only, but it certainly is one of very great import- 
ance. Valuations in Wisconsin are made by trained en- 
gineers, and so far as I know they have proceeded more 
thoroughly with us than anywhere else. The engineers 
are making mortality tables of various parts of utility 
plants, — boilers, for instance, —in order to determine 
proper depreciation. 

After we have accuracy of measurements and service 
rendered, after we have satisfactory quality, after we 
have careful valuations, we are then in position to -pre- 
scribe rates rationally and justly. 

I should like to mention one other matter concerning 
corporation practice, as it has fallen under my observa- 
tion as a director of one or two small corporations. I 
was once inclined to hold that in the case of all corpora- 
tions, as of bank corporations, capital should be paid in 
full. My experience, however, has shown me that there 
is a strong ground for taking another position in the case 
of corporations of some kinds. One cannot always tell 
in advance how much capital will be needed to manage the 
corporation, and it is therefore wiser in such cases for only 
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a part of the capital to be paid in. There are frequent 
cases in Wisconsin where a third or one-half of the capi- 
tal is paid in, but the stockholders may be called upon for 
the balance. This tends to the security of the corporation 
and to the protection of the stockholders. The arrange- 
ment in cases of this kind would frequently be not to call 
upon the stockholders for further subscriptions, though 
in an emergency they can be called on. This makes it 
possible to save property which might otherwise be lost 
to the stockholders. The practice as I have observed it 
is to issue at first stock only to the amount that is act- 
ually paid in. If the amount subscribed for is $10,000, 
and fifty per cent is paid in, the subscriber would re- 
ceive stock for $5000. In such cases it would generally 
be the intention to issue the balance of the stock to him 
without further charge if the stock of the corporation 
should increase in value correspondingly. This is a fre- 
quent practice in the case of corporations dealing in real 
estate. 

If it is clearly stated in such cases what is the amount 
actually paid in, there would seem to be very little ob- 
jection to the practice, provided, also, that there is sat- 
isfactory scrutiny of the issue of new stock as stock divi- 
dends. In Wisconsin it is true there is no satisfactory 
scrutiny of the issue of new stock, not even in the case of 
public utility corporations and consequently there may be 
overcapitalization. Pubne opinion, however, in Wiscon- 
sin, as far as I have ben able to observe, would not look 
with favor upon the rssue of any stock which was not sup- 
posed to be represented by a corresponding value. 


Epwarp W. Bemis: The previous speaker has recom- 
mended the sliding scale in gas and the so-called Chicago 
plan in street railways. There is much to be said in favor 
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of the ultimate adoption of the sliding scale, but the fatal 
objection in the minds of many to its immediate adop- 
tion is this: companies would secure today too high a 
valuation of their capital, which would become the base 
line for estimating future dividends and prices. Public 
sentiment is so rapidly growing in favor of a lower value 
or entire neglect of franchise, good will, and going values 
that it will pay the public to delay entering into long con- 
tracts such as the sliding scale involves. 

An equally serious objection to the Chicago plan, by 
which a company divides with the city a share of the pro- 
fits rather than a reduction of fares, is that thus the street 
car riders are forced to pay part of the taxes. It is not 
an equitable system of taxation, although in some cases 
it may be the only practicable method. 

It is not the fault of the Massachusetts commission in 
many cases that it has not reduced prices, for the law has 
contemplated that the initiative should be taken by patrons 
or consumers or by city officials. The commission at 
present is more vigorous than hitherto. There have been 
and perhaps still are three fundamental weaknesses in the 
Massachusetts theory of regulation: 

1. An over emphasis upon capitalization as compared 
with regulation of price and service. The protection of 
the investor does not necessarily protect the consumer. 

2. By dispensing with the so-called auction clauses 
that prevail in English gas companies and adopting a defi- 
nite minimum price at which new stock may be sold to old 
stockholders, the state has, it is to be feared, given sacred- 
ness to the large earnings of the original stock. For ex- 
ample, on stock paying 10 per cent and may be selling at 
200 the commission would allow a further issue at say 
165. On this 6 per cent would be earned. Later the 
public, convinced that 10 per cent is too high a return on 
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four-fifths of the stock, seeks a lower price for light or 
street transportation, but this would reduce the return on 
the new stock so much below 6 per cent as to seem to 
some confiscatory. The consumer would be better off if 
the state had not gone further than the English auction 
clauses. 

3. The Massachusetts commissions have been indiffer- 
ent as to the magnitude of profits in the past, provided 
that all in excess of from 6 per cent to 10 per cent was 
invested in the plant. The theory was that the public 
would ultimately get the benefit. Court decisions now 
render this doubtful. The Masachusetts Lighting Com- 
mission is now beginning to demand a return to the peo- 
ple yearly in reduced prices of profits in excess of a rea- 
sonable amount. 

The United States Supreme Court has before it in the 
Consolidated Gas case more important economic princi- 
ples than it has faced since the Dred Scott case. What 
constitutes a proper valuation for purposes of rate mak- 
ing? Shall we include in physical value increased cost of 
land since purchased and the value of the paving laid by 
the city over the mains and conduits? Shall we allow any 
value to good will, going value, and franchises? The 
whole problem not only of regulation, but of public own- 
ership, will rest in part on how these questions are ulti- 
mately settled. So far as the courts favor the companies 
in these matters, to that extent will public ownership be 
developed, for the latter never dreams of capitalizing the 
various values just referred to. 


C. J, Buttock. There is no suggestion in my paper 
that the Massachusetts laws relating to the issue of se- 
curities should be repealed. I do, however, assert that it 
would be desirable to permit the issue of both stock and 
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bonds for less than par under certain circumstances, and 
subject to the approval and supervision of the proper com- 
mission. Mr. Maltbie’s remark that an embarassed cor- 
poration should be immediately required to reorganize 
simply shows reckless disregard of the conditions under 
which Massachusetts public service corporations have 
been developed. Their securities represent cash invested 
at par, or at high premiums, in good faith; and to give 
such companies no option but immediate reorganization 
would be one of the most effectual methods that could 
be devised for discouraging investment in public service 
securities. Mr. Maltbie speaks as if an issue of stock at 
less than par gives certain stockholders a preference over 
others. As a matter of fact the law requires a pro rata 
distribution of new stock, and no possible preference can 
be thereby created. His statement that the laws have not 
restricted enterprise merely shows that he is totally unac- 
quainted with the facts, and does not need serious conside- 
ration. It is enough to say that the situation in 1908, so 
far as railroads were concerned, had become so acute that 
the legislature without serious opposition made a radical 
change in the law. Professor Ripley admits that the laws 
have been too strict in some particulars, and that the 
amendment of 1908 was desirable. He intimates, how- 
ever, that the difficulties in which the Boston and Maine 
Railroad was involved were due to the fact that the road 
had been paying excessive dividends, and he says that the 
embarassment might have been avoided if the company 
had withheld from the stockholders a part of the divi- 
dends paid them and invested it in improvements and ad- 
ditions to the plant. Such a course might have been 
easy and obvious if it had not been for difficulties created 
by the laws of the state. In the first place, much of the 
stock had been issued at such high prices as 160 or even 





Capitalization of Corporations—Discussion 429 


190, and the directors of the road were entirely justified 
in feeling that a dividend rate of 6 or 7 per cent, which 
amounted to less than half of that rate upon some of the 
shares, was not excessive. They were further aware of 
the requirement of our savings bank laws by which if the 
dividends should be reduced below 4 per cent the bonds 
of the company would cease to be a savings bank invest- 
ment. Some critics of the railroad advocated reduction 
of dividends to 2 per cent, which would of course destroy 
the chief market for bonds. It is further to be considered 
that if the dividends had been cut to 4 per cent or less 
the stock would probably not have sold at par, and that 
under our public service laws the company would then 
have been unable to raise more capital by the issue of 
stock. It will be evident to anyone who considers these 
things that in endeavoring to pay dividends of 6 or 7 per 
cent the directors of the road were following the course 
that it was natural for them to take. Mr. Maltbie was 
good enough to intimate that my criticisms of the work- 
ing of the auction requirement indicate that “the matter 
has not been carefully studied.” I am quite content to 
leave the case as I stated it. The facts as given are not 
open to dispute, and the conclusions drawn from them 
seem amply warranted. My remarks did not relate to 
Massachusetts gas companies, which have not been so 
much embarassed by the auction laws. I am, indeed, of 
the opinion that it is possible for public service compa- 
nies operating on a small scale and enjoying secure local 
monopolies, to raise capital in small amounts by selling 
securities in an auction room. For large enterprises, 
however, involving large issues of securities, such a meth- 
od of sale seems to be the one best calculated to secure 
the lowest price; and I am constrained, therefore, to 
stand by all that I have said concerning the bad results 
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that have followed this provision of the Massachusetts 
law. In conclusion I may observe that general remarks 
about the desirability of public regulation, which was in 
no way called in question by my paper, but was expressly 
affirmed, will not help at all in rectifying the absurd mis- 
takes made by Massachusetts or in enabling other states 
to avoid them. 
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